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BCTEL é 
oy TELUS 


December 8, 1998 


Dear Shareholders of BC TELECOM Inc. and TELUS Corporation: 


We are pleased to provide you with notice of a special meeting of the holders of common shares and 
options of BC TELECOM Inc. to be held at the Park Ballroom, Four Seasons Hotel, 791 West Georgia Street, 
Vancouver, British Columbia on January 21, 1999 at 10:00 a.m. (Pacific Standard Time) and notice of a special 
meeting of the holders of common shares and options of TELUS Corporation to be held at the Winspear 
Centre, #4 Sir Winston Churchill Square, 9720 - 102nd Avenue, Edmonton, Alberta on January 19, 1999 at 
10:30 a.m. (Mountain Standard Time), both of which are for the purpose of considering the proposed merger of 
equals of BC TELECOM Inc. and TELUS Corporation. 


The formal Notices of Meetings and Joint Management Proxy Circular of BC TELECOM and TELUS 
accompany this letter and contain a detailed description of the proposed merger as well as outline the actions to 
be taken at the meetings. Specifically, the shareholders and optionholders of each company will be asked to vote 
on a special resolution to approve a proposed Plan of Arrangement whereby BC TELECOM and TELUS will 
merge and form a new public company, BCT. TELUS Communications Inc. We urge you to give this material 
your careful consideration and suggest you consult your financial, tax or other professional advisors. 


As we believe the proposed merger to be the most significant development in our respective corporate 
histories, please ensure that your shares are represented at your meeting whether or not you are able to attend. 
Regardless of the number of shares you own, your vote is important. 


Why are the Boards of Directors recommending that you vote in favour of the Arrangement? After careful 
consideration, the Boards of Directors of BC TELECOM and TELUS concluded that the Arrangement is in the 
best interests of BC TELECOM and TELUS, respectively, and are recommending that their respective 
shareholders vote FOR the special resolutions approving the Arrangement. The Arrangement brings together 
Canada’s second and third largest domestic telecommunications companies with complementary businesses, 
objectives and growth strategies. BC TELECOM and TELUS believe that their combined management, 
technical, operating and financial expertise will enhance the position of BCT.TELUS in the telecommunications 
industry. The Arrangement and related transactions will provide BCT.TELUS with: 


¢ A new platform for national growth, 
¢ Significant synergies from consolidation, 


¢ A significant increase in scale and scope, providing a strong financial capacity to support future growth 
opportunities, and 


¢ An alliance with GTE Corporation, a telecommunications leader in the provision of voice, data and 
internet services. 


In making their recommendations your respective Boards of Directors considered a variety of matters, 
including the advice of their independent financial advisors. Complete copies of the opinions of the financial 
advisors are included as appendices to the Joint Management Proxy Circular. 


What is the effect of the Arrangement on your BC TELECOM shareholdings? Under the terms of the 
Arrangement, 75% of your BC TELECOM common shares will be exchanged for BCT.TELUS common shares 
and 25% of your BC TELECOM common shares will be exchanged for BCT. TELUS non-voting shares. In each 
case your share exchange will be on a one for one basis. Details of the share exchange mechanics are included in 
the accompanying Joint Management Proxy Circular. 


What is the effect of the Arrangement on your TELUS shareholdings? Under the terms of the 
Arrangement, 75% of your TELUS common shares will be exchanged for BCT.TELUS common shares and 
25% of your TELUS common shares will be exchanged for BCT.TELUS non-voting shares. In each case your 


share exchange will be on a one for 0.7773 basis. Details of the share exchange mechanics are included in the 
accompanying Joint Management Proxy Circular. 


What must you complete to vote? If you do not plan to be present at your shareholder meeting, please take 
the time now to sign, date and return the enclosed proxy form which applies to you. BC TELECOM 
shareholders (including BC TELECOM employees who hold BC TELECOM shares) should complete, execute 
and return the BLUE form of proxy. TELUS shareholders should complete, execute and return the GREEN 
form of proxy and TELUS employees who hold TELUS employee shares should complete, execute and return 
the YELLOW voting instruction card. If your shares are held through your broker or an agent of that broker, 
your package, including the form of proxy, would have been sent directly from them or from the Independent 
Investor Communication Corporation (“IICC’’) which the majority of brokers use for mailing purposes. Please 
complete, execute and return this form of proxy (the colour of this proxy is WHITE — if mailed by IICC), in 
advance of the meeting, according to the instructions included. Please carefully review the instructions relating to 
completion, execution and delivery of your form of proxy that accompanies the Joint Management Proxy 
Circular. ; 


How do you exchange your share certificates? A letter of transmittal is enclosed in your package. This letter 
of transmittal should be completed and returned with your BC TELECOM or TELUS share certificates. We 
urge you to complete the letter of transmittal and deliver it with your share certificates to the Depository 
(Montreal Trust Company of Canada) at one of the addresses described in the letter of transmittal no later than 
5:00 p.m. (local time) on January 18, 1999. An envelope has been provided for your convenience. Upon the 
Arrangement becoming effective you will receive BCT.TELUS share certificates. Please review the instructions 
in the letter of transmittal relating to completion, execution and delivery. Shareholders who hold their common 
shares through a broker, or other person, or who otherwise do not hold their common shares in their own name, 
should contact that broker or other person for instructions. 


What if you have questions? If you have questions concerning the completion of your proxy and letter of 
transmittal or require information on your registered shareholdings, please call Montreal Trust Company of 
Canada as follows: BC TELECOM shareholders in North America call 1-800-380-7757 and TELUS 
shareholders in North America call 1-800-558-0046. If you have questions regarding any other matters outlined 
in the accompanying Joint Management Proxy Circular, please call Investor Relations at BC TELECOM at 
604-432-2413 in the Vancouver area or outside of North America, and 1-888-228-4636 elsewhere in North 
America, or call Investor Relations at TELUS at 403-498-7311 in the Edmonton area or outside of North 
America, and 1-800-667-4871 elsewhere in North America. 


Thank you for your continued interest in and support for the success of our companies as we position for 


the challenges and opportunities of the next millennium. 


Yours truly, 


BRIAN A. CANFIELD JAMES S. PALMER 
Chairman, BC TELECOM Inc. Chairman, TELUS Corporation 
Ld 
a Cnpte/ 
DONALD A.:CALDER GEORGE K. PETTY 
President and Chief President and Chief 
Executive Officer Executive Officer 


BC TELECOM Inc. TELUS Corporation 


BC TELECOM Inc. 


NOTICE OF SPECIAL MEETING 


NOTICE is hereby given that a special meeting (the “Meeting”) of the holders of common shares (the 
“Common Shares”) and options (the “Options”) to acquire Common Shares of BC TELECOM Inc. 
(“BC TELECOM”) will be held at the Park Ballroom, Four Seasons Hotel, 791 West Georgia Street, Vancouver, 
British Columbia, on January 21, 1999 at 10:00 a.m. (Pacific Standard Time) for the following purposes, which 
are described in more detail in the Joint Management Proxy Circular of BC TELECOM and TELUS 
Corporation (the “Joint Circular’’), namely: 


1. to consider, pursuant to an order (the “Interim Order’) of the Supreme Court of British Columbia 
dated December 7, 1998, and, if deemed advisable, to pass a special resolution approving a proposed 
arrangement (the “Arrangement’’) under Section 192 of the Canada Business Corporations Act 
involving BC TELECOM and its holders of Common Shares and Options and TELUS Corporation 
and its holders of common shares and options to acquire common shares, BCT.TELUS 
Communications Inc. and 3481646 Canada Inc., the full text of which resolution is set out in 
Appendix A to the Joint Circular; and 


2. to consider such other matters as may properly come before the Meeting. 


Pursuant to the terms of the Interim Order, holders of Common Shares and Options have the right to dissent 
in respect of the Arrangement and be paid the fair value of their Common Shares and Options, subject to certain 
conditions. The right of dissent is described in the Joint Circular. 


The record date for the determination of holders of Common Shares and Options entitled to receive notice 
of, and to attend and vote at, the Meeting will be the close of business on December 9, 1998. Any transferee or 
person acquiring Common Shares after such date may, on proof of ownership of Common Shares, demand not 
later than ten days before the Meeting that his or her name be included in the list of persons entitled to attend 
and vote at the Meeting. 


By Order of the Board of Directors 


Dorothy L Byrne 


Burnaby, British Columbia DOROTHY E. BYRNE 
December 8, 1998 Corporate Secretary 


TO: Holders of Common Shares and Options 


If you are unable to attend the Meeting in person, please complete and sign the enclosed form of proxy 
(BLUE) and forward it in the enclosed postage prepaid self-addressed envelope, or otherwise deliver it, to 
Montreal Trust Company of Canada at 510 Burrard Street, Vancouver, British Columbia, V6C 3B9, to reach the 
addressee no later than 5:00 p.m. (Pacific Standard Time) on January 19, 1999 or, if the Meeting is adjourned, by 
the close of business on the last business day prior to the date on which the Meeting is reconvened. 
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TELUS Corporation 


NOTICE OF SPECIAL MEETING 


NOTICE is hereby given that a special meeting (the “Meeting”’) of the holders of common shares (the 
“Common Shares”) and options (the “Options”) to acquire Common Shares of TELUS Corporation 
(“TELUS”) will be held at the Winspear Centre, #4 Sir Winston Churchill Square, 9720 - 102nd Avenue, 
Edmonton, Alberta, on January 19, 1999 at 10:30 a.m. (Mountain Standard Time) for the following purposes, 
which are described in more detail in the Joint Management Proxy Circular of TELUS and BC TELECOM Inc. 
(the “Joint Circular”), namely: 


1. to consider, pursuant to an order (the “Interim Order’’) of the Court of Queen’s Bench of Alberta 
dated December 7, 1998, and, if deemed advisable, to pass a special resolution approving a proposed 
arrangement (the “Arrangement”) under Section 186 of the Business Corporations Act (Alberta) 
involving TELUS and its holders of Common Shares and Options and BC TELECOM Inc. and its 
holders of common shares and options to acquire common shares, BCT. TELUS Communications Inc. 
and 3481646 Canada Inc., the full text of which resolution is set out in Appendix A to the Joint 
Circular; and 


2. to consider such other matters as may properly come before the Meeting. 


Pursuant to the terms of the Interim Order, holders of Common Shares and Options have the right to dissent 
in respect of the Arrangement and be paid the fair value of their Common Shares and Options, subject to certain 
conditions. The right of dissent is described in the Joint Circular. 


The record date for the determination of holders of Common Shares and Options entitled to receive notice 
of, and to attend and vote at, the Meeting will be the close of business on December 9, 1998. Any transferee or 
person acquiring Common Shares after such date may, on proof of ownership of Common Shares, demand not 
later than ten days before the Meeting that his or her name be included in the list of persons entitled to attend 
and vote at the Meeting. 


By Order of the Board of Directors 


Edmonton, Alberta KERRY C. DAY 
December 8, 1998 Corporate Secretary 


TO: Holders of Common Shares and Options 


If you are unable to attend the Meeting in person, please complete and sign the enclosed form of proxy 
(GREEN) and forward it in the enclosed postage prepaid self-addressed envelope, or otherwise deliver it, to 
Montreal Trust Company of Canada at 600, 530 - 8th Avenue S.W, Calgary, Alberta, T2P 3S8, to reach the 
addressee no later than 5:00 p.m. (Mountain Standard Time) on January 18,1999 or, if the Meeting is adjourned, 
by the close of business on the last business day prior to the date on which the Meeting is reconvened. 
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SUMMARY 


The following is a summary of certain information contained in this Joint Circular and is qualified in its entirety 
by, and should be read in conjunction with, the more detailed information appearing elsewhere in this Joint Circular. 
All financial information relating to the entity resulting from the merger of equals of BC TELECOM and TELUS is 
pro forma information based on the pro forma financial statements of BCT.TELUS contained herein. Unless the 
context otherwise requires, capitalized terms used in this Joint Circular without definition are defined in the “Glossary 
of Terms” which is located immediately following this summary. 


The Arrangement 


BC TELECOM and TELUS have agreed, subject to the satisfaction of certain conditions precedent, to a 
merger of equals by way of the Arrangement pursuant to which they will form a new public company, 
BCT.TELUS Communications Inc. BCT.TELUS will be the second largest domestic Canadian 
telecommunications provider with the financial capacity and other capabilities to enable it to compete in all of 
the major Canadian markets as a provider of communication services. 


The Arrangement will be effected by way of a court approved Plan of Arrangement pursuant to the 
Arrangement Agreement. BC TELECOM Shareholders are being asked to approve the BC TELECOM Special 
Resolution and TELUS Shareholders are being asked to approve the TELUS Special Resolution. 


The Effect of the Arrangement on Shareholdings 


Under the Arrangement, the following share exchanges will occur for each Shareholder: (i) 75% of the 
TELUS Common Shares will be exchanged for BCT.TELUS Common Shares on the basis of the TELUS 
Exchange Ratio (one to 0.7773) and 25%, of the TELUS Common Shares will be exchanged for BCT.TELUS 
Non-Voting Shares on the basis of the TELUS Exchange Ratio (one to 0.7773); and (ii) 75% of the 
BC TELECOM Common Shares will be exchanged for BCT.TELUS Common Shares on the basis of the 
BC TELECOM Exchange Ratio (one to one) and 25% of the BC TELECOM Common Shares will be 
exchanged for BCT.TELUS Non-Voting Shares on the basis of the BC TELECOM Exchange Ratio (one to 
one). Except for participants in certain plans, no fractional BCT. TELUS Shares will be issued. For a description 
of the procedure for exchanging BC TELECOM Common Shares and TELUS Common Shares, see 
“Procedures for Exchange of Share Certificates”. 


The effect of the Arrangement on the holdings of BC TELECOM Common Shareholders and TELUS 
Common Shareholders is illustrated below based on a shareholding of 150 shares immediately prior to the 
Arrangement. 


Holdings Immediately Prior to the Arrangement Holdings Immediately After the Arrangement 


150 BC TELECOM Common Shares 112 BCT.TELUS Common Shares and 
37 BCT.TELUS Non-Voting Shares !)©) 


150 TELUS Common Shares 87 BCT.TELUS Common Shares and 
29 BCT.TELUS Non-Voting Shares) 


Notes: 


(1) A holder of 150 BC TELECOM Common Shares would be entitled to 112.5 BCT. TELUS Common Shares but will receive cash in lieu 
of the 0.5 BCT.TELUS Common Shares fractional amount and would be entitled to 37.50 BCT.TELUS Non-Voting Shares but will 
receive cash in lieu of the 0.5 BCT.TELUS Non-Voting Shares fractional amount. 


(2) A holder of 150 TELUS Common Shares would be entitled to 87.44625 BCT.TELUS Common Shares but will receive cash in lieu of 
the 0.44625 BCT.TELUS Common Shares fractional amount and would be entitled to 29.14875 BCT.TELUS Non-Voting Shares but 
will receive cash in lieu of the 0.14875 BCT.TELUS Non-Voting Shares fractional amount. 


The amount of cash (rounded to the nearest whole cent) will equal the product obtained when such fractions are multiplied by the 
weighted average trading price for BCT. TELUS Common Shares or BCT.TELUS Non-Voting Shares, as the case may be, on the TSE 
for the first three trading days on which the BCT. TELUS Common Shares and BCT.TELUS Non-Voting Shares are traded on an issued 
basis following the Effective Date. 


For the effect of the Arrangement on the BC-'TELECOM Optionholders and TELUS Optionholders, see 
“The Effect of the Arrangement on Shareholdings — Option Exchange”. 


Benefits of the Transaction 


The Arrangement, together with the actions and agreements contemplated therein, combines the 
complementary strengths of Canada’s second and third largest domestic telecommunications companies, 
providing BCT.TELUS with: 


¢ A new platform for national growth; 
¢ Significant synergies from consolidation; 


¢ A significant increase in scale and scope, providing strong financial capacity to support future growth 
opportunities; and 


e An alliance with GTE, a telecommunications leader in the provision of voice, data and internet services. 


See “Benefits of the Transaction”. 


Recommendations of the Boards of Directors 
BC TELECOM 


The BC TELECOM Board of Directors has unanimously concluded that the terms of the Arrangement are 
in the best interests of BC TELECOM and are fair to its shareholders as a whole and to the minority 
shareholders. The BC TELECOM Board of Directors (other than those directors who declared their interest in 
the Heads of Agreement with GTE and abstained from voting to approve the Heads of Agreement) has also 
unanimously concluded that the terms of the Heads of Agreement are in the best interests of BC TELECOM 
and are fair to its shareholders as a whole and to the minority shareholders. The Board of Directors of 
BC TELECOM unanimously recommends that BC TELECOM Shareholders vote in favour of the Arrangement 
and the BC TELECOM Special Resolution. 


In reaching the foregoing conclusions, the BC TELECOM Board of Directors obtained and considered 
financial, legal and accounting advice and considered a number of other factors which it believed to be relevant, 
including the report and recommendations of its Independent Committee. See “Deliberations and 
Recommendations — Recommendation of BC TELECOM Board of Directors”. 


TELUS 


The TELUS Board of Directors has unanimously concluded that the terms of the business combination are 
in the best interests of TELUS and are fair to TELUS Common Shareholders. The Board of Directors of TELUS 
unanimously recommends that TELUS Shareholders vote in favour of the Arrangement and the TELUS Special 
Resolution. 


In reaching the foregoing conclusions, the TELUS Board of Directors obtained and considered financial, 
legal and accounting advice and considered a number of other factors which it believed to be relevant, including 
the report and recommendations of its Transaction Review Committee. See “Deliberations and 
Recommendations — Recommendation of TELUS Board of Directors”. 


Opinions of Financial Advisors 
TD Securities Inc. and J.P Morgan Securities Inc. 


Each of TD Securities Inc. and J.P. Morgan Securities Inc. has acted as a financial advisor to 
BC TELECOM in connection with the Arrangement. In the opinion of TD Securities Inc., as at the date of its 
written opinion and based upon the assumptions made, scope of review and limitations set forth in its written 
opinion, the Transaction (as defined in the opinion of TD Securities Inc.) is fair from a financial point of view to 
the BC TELECOM Common Shareholders. In the opinion of J.P. Morgan Securities Inc., as at the date of its 
written opinion and based upon the assumptions made, scope of review and limitations set forth in its written 
opinion, the consideration to be received by BC TELECOM Common Shareholders in the Arrangement is fair, 


from a financial point of view, to BC TELECOM and BC TELECOM Common Shareholders. See 
Appendix F — Fairness Opinions. 


CIBC Wood Gundy Securities Inc. 


CIBC Wood Gundy Securities Inc. has acted as a financial advisor to the BC TELECOM Independent 
Committee in connection with the Arrangement and related matters. In the opinion of CIBC Wood Gundy 
Securities Inc., as at the date of its written opinion and based upon the assumptions made, scope of review and 
limitations set forth in its written opinion, the Heads of Agreement is fair from a financial point of view to the 
minority shareholders of BC TELECOM and the Share Exchange Ratios and resulting Pro Forma BCT 
Ownership Percentage (both as defined in the opinion of CIBC Wood Gundy Securities Inc.) are fair from a 
financial point of view to BC TELECOM Common Shareholders, including the minority shareholders of 
BC TELECOM. See Appendix F — Fairness Opinions. 


RBC Dominion Securities Inc. and Salomon Smith Barney Inc. 


Each of RBC Dominion Securities Inc. and Salomon Smith Barney Inc. has acted as a financial advisor to 
TELUS in connection with the Arrangement. In the opinion of RBC Dominion Securities Inc., as at the date of 
its written opinion and based upon the assumptions made, scope of review and limitations set forth in its written 
opinion, the Transaction (as defined in the opinion of RBC Dominion Securities Inc.) is fair from a financial 
point of view to the TELUS Common Shareholders. In the opinion of Salomon Smith Barney Inc., as at the date 
of its written opinion and based upon the assumptions made, scope of review and limitations set forth in its 
written opinion, the Exchange Ratio (as defined in the opinion of Salomon Smith Barney Inc.) is fair to the 
TELUS Common Shareholders from a financial point of view. See Appendix F — Fairness Opinions. 


BCT.TELUS After the Arrangement ® 


PUBLIC 
73.3% 


BCT.TELUS 


Common Shares (75%) 
Non-Voting Shares (25%) 


TELUS 
Communications 
Inc. 


BC TEL Mobility 
Cellular Inc. 


Notes: 
(1) BC TELECOM is wound up into BCT.TELUS pursuant to the Arrangement. 
(2) Pursuant to an internal reorganization to be effective January 1, 1999, the operations of TELUS Communications Inc., TELUS 


Communications (Edmonton) Inc., TELUS Mobility Inc. and certain other TELUS subsidiaries will be combined in one company to be 
called TELUS Communications Inc. See “Information Relating to TELUS — Recent Developments — Internal Reorganization”. 


Business Strategy 


BCT.TELUS will be a combination of the second and third largest domestic telecommunications providers 
in Canada. As the premier telecommunications provider in its serving territory, BCT.TELUS will focus its 
business efforts on: 


* enhancing its core business and market position; 


* successfully integrating its business operations to realize the synergies available from the business 
combination; and 


* implementing a national growth strategy. 


Principal Services 


BCT.TELUS will provide a full range of communications services. Voice and data communications, carried 
over both wireline and wireless networks, will be the major lines of’ business for BCT.TELUS. It will initially 
carry on business throughout British Columbia and Alberta. 


Relationship with GTE 


After consummation of the Arrangement, GTE will own, indirectly, 47,357,957 BCT. TELUS Common 
Shares and 15,785,985 BCT.TELUS Non-Voting Shares, or approximately 26.7% of the outstanding 
BCT.TELUS Shares. Due to this ownership position, GTE has agreed to execute, on or prior to the completion 
of the Arrangement, the Long-Term Relationship Agreement with BCT.TELUS. 


The Long-Term Relationship Agreement generally: (a) limits GTE’s rights to (i) acquire BCT.TELUS 
Shares in excess of an additional 7.5% voting or equity interest, (ii) transfer or sell BCT.TELUS Shares if its 
holdings would fall below 19.9% of the then outstanding BCT.TELUS Shares, and (iii) solicit mergers and other 
business combinations involving BCT.TELUS; (b) provides for the appointment or nomination of GTE 
designees as directors of BCT.TELUS proportionate to its then share ownership; and (c) provides anti-dilution 
rights for GTE. 


BC TELECOM and GTE have entered into the binding Heads of Agreement. BCT.TELUS is to become a 
party to the intellectual property arrangements with GTE in place of BC TELECOM. BCT.TELUS will have, 
under the Heads of Agreement, the exclusive access to GTE’s present and future intellectual property, including 
technology, software, trademarks, and service marks, in connection with the provision of telecommunications 
services in Canada outside the current operating territory of Le Groupe QuébecTel Inc. In addition, GTE has 
agreed to provide, upon request, certain functional and consulting services to BCT.TELUS. The initial term of 
this agreement is ten years, subject to automatic five year renewal terms unless a party otherwise terminates the 
agreement. GTE has agreed not to compete with BCT.TELUS in the provision of telecommunications services 
in Canada except in certain limited circumstances relating primarily to the sale of products and services to 
third parties. 


GTE has agreed to merge with Bell Atlantic. GTE has agreed to use its best efforts to cause Bell Atlantic to 
grant to BCT.TELUS licences to the Bell Atlantic intellectual property on the completion of the GTE-Bell 
Atlantic merger. See “Details of the Arrangement and Related Transactions — Relationship between GTE and 
BCT.TELUS After the Arrangement”. 


Dividends 


It is anticipated that BCT.TELUS will initially pay annual dividends on both BCT.TELUS Common Shares 
and BCT.TELUS Non-Voting Shares in an amount equal to $1.40 per share, commencing with a quarterly 
payment of $0.35 per share in respect of the first quarter of 1999. However, there can be no assurance that such 
dividends will be declared or continued at that rate. The declaration and payment of dividends will be at the 
discretion of the Board of Directors of BCT.TELUS which will consider the earnings, capital requirements and 
financial condition of BCT.TELUS and other relevant factors. 


Selected Pro Forma Combined Consolidated Financial Information 


The following selected pro forma combined consolidated financial information is based on the assumptions 
described in the notes to the BCT.TELUS pro forma combined consolidated financial statements attached 
hereto as Appendix I, including the compilation report of Arthur Andersen LLP. The pro forma combined 
consolidated balance sheets assume, among other things, the completion of the Arrangement effective on 
December 31, 1997 and September 30, 1998. However, the pro forma combined consolidated income statements 
and statements of changes in financial position are stated as if the Arrangement took place on January 1, 1997 
and January 1, 1998. The pro forma combined consolidated financial statements are not necessarily indicative of 
what the BCT.TELUS financial position or results of operations would have been if the events reflected therein 
had been in effect on the dates indicated, nor do they purport to project the BCT.TELUS financial position or 
results of operations for any future periods. The pro forma combined consolidated financial information is based 
on certain assumptions and adjustments, including the non-recurring expenditures relating to the completion of 
the Arrangement. The selected pro forma combined consolidated financial information should be read in 
conjunction with the description of the Arrangement, the BCT.TELUS pro forma combined consolidated 
financial statements attached to this Joint Circular as Appendix I, and the 1997 audited consolidated financial 
statements and the 1998 unaudited interim financial information relating to each of BC TELECOM and TELUS 
contained in Appendix G and H, respectively, to this Joint Circular: 


BCT.TELUS Pro Forma Combined Consolidated Selected Financial Statement Information 


(millions of dollars except per share amounts) 
(unaudited) 


Nine Months For the Year 
Ended Ended 
September 30, 1998 December 31, 1997 


Revenues 4,288.0 5,473.1 
EBITDA 1,693.0 ASTD 
Cash Flow from operations before working capital changes 15189:1 1,565.2 
Earnings from continuing operations, before extraordinary item“) 423.4 394.2 


Earnings per share from continuing operations, before 
extraordinary item“) 1.78 1.65 


Earnings (loss) per share, after extraordinary item (0.46) 1.00 
Cash Flow per share 5.02 6.61 


Note: 


(1) The extraordinary item relates to non-cash charges against the recorded value of regulated assets taken in 1998 by BC TELECOM and 
in 1997 by TELUS. 


BCT.TELUS Pro Forma Combined Consolidated Selected Balance Sheet Information 


(millions of dollars) 
(unaudited) 


As at As at 
September 30, 1998 December 31, 1997 
Current assets 1,185.3 1377.9 


Property, plant & equipment Do2i9) 6,627.6 
Other assets 1,003.3 751.4 


Total assets 


Current liabilities 
Long-term debt 

Other long-term liabilities 
Shareholders’ equity 


Total liabilities and shareholders’ equity 


Effective Date of the Arrangement 


It is anticipated that the Arrangement will become effective after the requisite shareholder, court and 
regulatory approvals have been obtained and all other conditions to the Arrangement have been satisfied or 
waived. As at the date hereof, it is anticipated that the Arrangement will become effective on or about 
11:59 p.m. (Pacific Standard Time) on the 31st day of January, 1999. 


Stock Exchange Listings After the Effective Date 


Each of the TSE, ME, ASE and VSE has conditionally approved the listing of the BCT. TELUS Common 
Shares and BCT.TELUS Non-Voting Shares to be issued in connection with the Arrangement, subject to the 
fulfillment of all stock exchange requirements. 


Accounting Treatment 


It is expected that the Arrangement will be accounted for using the pooling of interests method under 
Canadian GAAP. 


Key Approvals and Conditions 
Court Approvals 


The Arrangement requires approval by the BC Court and the Alberta Court. The BC Court will consider 
the Arrangement, insofar as BC TELECOM and the BC TELECOM Shareholders are concerned, under the 
provisions of the CBCA, and the Alberta Court will consider the Arrangement insofar as TELUS and the 
TELUS Shareholders are concerned, under the provisions of the ABCA. Notices of Petition are contained in 
Appendix K and Shareholders should refer to the Appendix for more detailed information in respect of the 
hearings for the Final Orders. 


Shareholder Approvals 


The BC TELECOM Common Shareholders and BC TELECOM Optionholders, voting together, will be 
asked to approve the BC TELECOM Special Resolution at the BC TELECOM Meeting scheduled to be held at 
10:00 a.m. (Pacific Standard Time) on January 21, 1999, at the Park Ballroom, Four Seasons Hotel, 791 West 
Georgia Street, Vancouver, British Columbia. 


The TELUS Common Shareholders and TELUS Optionholders, voting together, will be asked to approve 
the TELUS Special Resolution at the TELUS Meeting scheduled to be held at 10:30 a.m. (Mountain Standard 
Time) on January 19, 1999, at the Winspear Centre, #4 Sir Winston Churchill Square, 9720 - 102nd Avenue, 
Edmonton, Alberta. 


Each Special Resolution must be approved by at least 6674% of the votes cast at the respective Meetings. In 
addition, since Anglo-Canadian owns greater than 50% of the outstanding BC TELECOM Common Shares and 
the Arrangement contemplates the issue of BCT.TELUS Non-Voting Shares, the BC TELECOM Special 
Resolution must be approved by a majority of the votes cast at the BC TELECOM Meeting other than the votes 
cast by Anglo-Canadian. At the BC TELECOM Meeting, each BC TELECOM Common Shareholder and 
BC TELECOM Optionholder will be entitled to vote on the basis of one vote per share held or which may be 
acquired under a BC TELECOM Option Plan, as the case may be, for the purpose of voting upon the 
BC TELECOM Special Resolution. At the TELUS Meeting, each TELUS Common Shareholder and each 
TELUS Optionholder will be entitled to vote on the basis of one vote per share held or which may be acquired 
under a TELUS Option Plan, as the case may be, for the purpose of voting upon the TELUS Special Resolution. 


Regulatory Approvals 


Competition Act 


The Arrangement is a “notifiable transaction” for the purposes of Part IX of the Competition Act. On 
October 30, 1998, TELUS completed its submission and on November 4, 1998, BC TELECOM completed its 
submission of the required short-form pre-merger notification filing to the Competition Director in respect of 


the Arrangement. BC TELECOM and TELUS have also asked the Competition Director for a “‘no-action” 
letter in respect of the Arrangement. 


As of the date of this Joint Circular, the applicable waiting period under Part IX of the Competition Act had 
expired but the Competition Director had not issued a “no-action” letter advising that the Competition Director 
will not oppose completion of the Arrangement and will not make an application under the Competition Act in 
respect of the Arrangement. If issued, such letter would not bar the Competition Director from challenging the 
Arrangement at any time up to three years after the Arrangement has been completed. 


CRTC 


Approval from the CRTC is not required for completion of the Arrangement. While the CRTC has the 
discretion to undertake a review following closing of the Arrangement for compliance with the Canadian 
ownership and control requirements contained in the Telecommunications Act and the Broadcasting Act, 
BC TELECOM and TELUS believe the Arrangement has been structured to facilitate compliance with these 
statutory requirements so that the regulated operating subsidiaries will maintain their eligibility to operate as 
Canadian carriers. 


Other Conditions Precedent 


The Arrangement is subject to certain other conditions being satisfied, including the reaffirmation at the 
Effective Date of the opinions of each of the auditors of BC TELECOM and TELUS regarding the acceptability 
of the use of the pooling of interests method under Canadian GAAP to account for the business combination of 
BC TELECOM and TELUS. 


Certain Income Tax Considerations 
Canadian Federal Income Tax 
Canadian Resident Shareholders 


Canadian resident holders of BC TELECOM Common Shares or TELUS Common Shares, other than 
Tax-Exempt Shareholders, who hold such shares as capital property will generally be deemed not to have 
realized a capital gain or capital loss on the exchange of such shares for BCT.TELUS Shares unless the holder 
chooses to recognize and report a capital gain or a capital loss in the holder’s income tax return for the taxation 
year in which the exchange occurs. 


Non-Resident Shareholders 


Holders of BC TELECOM Common Shares or TELUS Common Shares who are not resident in Canada 
and who participate in the Arrangement will generally not be subject to tax in Canada in respect of any capital 
gain realized on the exchange of BC TELECOM Common Shares or TELUS Common Shares for BCT.TELUS 
Shares, provided that the BC TELECOM Common Shares or TELUS Common Shares, as the case may be, are 
not “taxable Canadian property” to the holder at the time of the exchange. 


Optionholders 


BC TELECOM Optionholders and TELUS Optionholders who exchange their options for BCT.TELUS 
options pursuant to the Arrangement will not recognize any taxable income or loss as a result of such exchanges. 


For a more detailed discussion of Canadian federal income tax consequences, see “Certain Income Tax 
Considerations — Canadian Federal Income Tax Considerations” and “—-BC TELECOM Optionholders and 
TELUS Optionholders”. 


United States Federal Income Tax 


The exchange of BC TELECOM Common Shares for BCT.TELUS Shares followed by the winding up and 
dissolution of BC TELECOM pursuant to the Arrangement will be treated as a reorganization under 
Section 368(a) of the Code. The exchange of TELUS Common Shares for BCT.TELUS Shares pursuant to the 


Arrangement will be treated as a transaction described in Section 351 of the Code. Therefore, as a result of the 
Arrangement, a U.S. Holder who exchanges BC TELECOM Common Shares or TELUS Common Shares for 
BCT.TELUS Shares will not recognize any gain or loss upon such exchange, except to the extent that a 
U.S. Holder receives cash in lieu of fractional shares or pursuant to the exercise of dissent rights; however, non- 
recognition of gain (and certain collateral consequences) to a U.S. Holder who exchanges BC TELECOM 
Common Shares for BCT.TELUS Shares may be conditional on such U.S. Holder filing a notice with the 
Internal Revenue Service, as described in more detail herein. For a more detailed discussion of United States 
federal income tax consequences, see “Certain Income Tax Considerations — United States Federal Income Tax 
Considerations”. 


Summary of Qualification for Tax Plans 


Provided the BCT.TELUS Common Shares and BCT.TELUS Non-Voting Shares are listed on a prescribed 
stock exchange, such securities will be qualified investments under the Tax Act for trusts governed by registered 
retirement savings plans, registered retirement income funds and deferred profit sharing plans. See “Stock 
Exchange Listings” and “Eligibility for Investment”. 


Investment Considerations 


In addition to reviewing the entire contents of this Joint Circular, BC TELECOM Shareholders and 
TELUS Shareholders are urged to carefully consider the matters set forth under “Investment Considerations” 
contained in this Joint Circular. 


BCT.TELUS Non-Voting Shares 


Holders of BCT.TELUS Non-Voting Shares will be entitled to receive notice of and to attend all general 
meetings of BCT.TELUS but will not be entitled to vote at such meetings unless otherwise required by law. In 
certain circumstances, holders of BCT.TELUS Non-Voting Shares will be entitled to convert all or part of such 
shares into BCT.TELUS Common Shares for the purposes of tendering to a take-over bid for the BCT. TELUS 
Common Shares or if the foreign ownership provisions of the Telecommunications Act are changed. See 
“BCT.TELUS Communications Inc. — Memorandum and Articles of BCT. TELUS”. 


Dissent Rights 


BC TELECOM 


Registered BC TELECOM Shareholders have the right to dissent in respect of the Arrangement and to be 
paid the fair value of their shares or options upon strict compliance with the provisions of Section 190 of the 
CBCA, as modified by the Interim Order of the BC Court. See “BC TELECOM Shareholders Rights of 
Dissent” and Appendix D — Procedure to Exercise Dissent Right Under the CBCA. 


TELUS 


Registered TELUS Shareholders have the right to dissent in respect of the Arrangement and to be paid the 
fair value of their shares or options upon strict compliance with the provisions of Section 184 of the ABCA, as 
modified by the Interim Order of the Alberta Court. See “TELUS Shareholders Rights of Dissent” and 
Appendix E — Procedure to Exercise Dissent Right Under the ABCA. 


Procedures For Exchange of Share Certificates 


BC TELECOM Common Shareholders and TELUS Common Shareholders should complete the letter of 
transmittal enclosed with this Joint Circular and deliver such letter and the certificate(s) representing their 
BC TELECOM Common Shares or TELUS Common Shares, as the case may be, to Montreal Trust Company 
of Canada as soon as possible. If the letter of transmittal and certificate(s) are received by Montreal Trust 
Company of Canada on or before 5:00 p.m. (local time) on January 18, 1999, BCT. TELUS Common Share 
certificates and BCT.TELUS Non-Voting Share certificates to which they may be entitled will be provided as 
soon as practicable upon the Arrangement becoming effective. In the event the Arrangement does not become 
effective, such BC TELECOM share certificate(s) or TELUS share certificate(s), as the case may be, will be 
promptly returned. 


GLOSSARY OF TERMS 


“ABCA” means the Business Corporations Act, S.A. 1981, c.B-15, as amended; 
“ASE” means The Alberta Stock Exchange; 


“AcquisitionCo.” means 3481646 Canada Inc., a body corporate incorporated under the laws of Canada and 
a wholly-owned subsidiary of BCT.TELUS; 


“Alberta Court’? means the Court of Queen’s Bench of Alberta; 


“Anglo-Canadian” means Anglo-Canadian Telephone Company, a corporation incorporated under the laws 
of Québec; 


“Arrangement” means the arrangement in respect of BC TELECOM under the provisions of Section 192 of 
the CBCA and the arrangement in respect of TELUS under the provisions of Section 186 of the ABCA, on the 
terms and conditions set forth in the Plan of Arrangement; 


“Arrangement Agreement” means the amended and restated arrangement agreement effective the 27th day of 
October, 1998, among BC TELECOM, TELUS and BCT.TELUS, the full consolidated text as at the date 
hereof is reproduced in Appendix B to this Joint Circular, as it may be further amended from time to time; 


“Articles of Arrangement” means the articles of arrangement in respect of the Arrangement in respect of 
BC TELECOM required by the CBCA to be sent to the Director and in respect of TELUS required by the 
ABCA to be sent to the Registrar, in each case after the Final Order is made; 


“BCCA” means the Company Act, R.S.B.C. 1996, c.62, as amended; 
“BC Court” means the Supreme Court of British Columbia; 
“BC Registrar” means the Registrar of Companies under the BCCA; 


“BC TELECOM” means BC TELECOM Inc., a corporation incorporated under the CBCA, and, where the 
context so requires, includes its subsidiaries; 


“BC TELECOM Common Shareholders” mean the holders of BC TELECOM Common Shares; 
“BC TELECOM Common Shares” mean common shares in the capital of BC TELECOM; 


“BC TELECOM Exchange Ratio” means one BCT.TELUS Common Share or one BCT.TELUS Non-Voting 
Share, as applicable, for each BC TELECOM Common Share as provided in the Plan of Arrangement; 


“BC TELECOM Meeting” means such meeting of BC TELECOM Shareholders as is required to be held in 
accordance with the Interim Order; 


“BC TELECOM Option Plans” mean the BC TELECOM Share Option Plan and the BC TELECOM 
Long-Term Incentive Share Option Plan; 


“BC TELECOM Optionholders” mean the holders of options under the BC TELECOM Option Plans, 
whether such options are vested or not; 


“BC TELECOM Record Date” means December 9, 1998; 


“BC TELECOM Shareholders” mean the BC TELECOM Common Shareholders and the BC TELECOM 
Optionholders; 


“BC TELECOM Shares” mean the BC TELECOM Common Shares and the. options under the 
BC TELECOM Option Plans; 


“BC TELECOM Special Resolution” means the special resolution of BC TELECOM Shareholders approving 
the Arrangement to be considered at the BC TELECOM Meeting, the full text of which is reproduced in 
Appendix A to this Joint Circular; 


“BC TELECOM Taxable Exchange Shareholder” means each BC TELECOM Common Shareholder who is a 
Non-Resident Shareholder or a Tax-Exempt Shareholder; 


“BCT.TELUS” means BCT.TELUS Communications Inc., a company incorporated under the BCCA, and, 
where the context so requires, includes its subsidiaries; 


“BCT.TELUS Common Shares” mean the common shares, without par value, to be issued by BCT. TELUS 
pursuant to the Arrangement; 


“BCT.TELUS Non-Voting Shares” mean the non-voting shares, without par value, to be issued by BCT. TELUS 
pursuant to the Arrangement; 


“BCT.TELUS Shares” means the BCT.TELUS Common Shares and the BCT. TELUS Non-Voting Shares; 


“Bell Atlantic” means Bell Atlantic Corporation, a corporation incorporated under the laws of the State 
of Delaware; 


“Broadcasting Act” means the Broadcasting Act, S.C. 1991, c.11, as amended; 


“business day” means any day, other than Saturday, Sunday and a statutory holiday in the Provinces of British 
Columbia or Alberta; 


“CBCA” means the Canada Business Corporations Act, R.S.C. 1985, c. C-44, as amended; 


“Certificate of Arrangement” means the certificate of arrangement issued to BC TELECOM in respect of the 
Plan of Arrangement pursuant to the CBCA; 


“Code” means the Internal Revenue Code of 1986 (United States), as amended; 


“Compensation and Option Agreements” means the compensation and option agreements between 
BC TELECOM and TELUS entered into in connection with the Arrangement Agreement; 


“Competition Act” means the Competition Act, R.S.C. 1985, C-34, as amended; 
“Competition Director” means the Director of Investigation and Research under the Competition Act; 
“Courts” mean the BC Court and the Alberta Court; 


“CRTC” means the Canadian Radio-television and Telecommunications Commission, which is the federal 
regulatory body responsible for regulating telecommunications and broadcasting in Canada; 


“Depository” means Montreal Trust Company of Canada, 510 Burrard Street, Vancouver, British Columbia, 
V6C 3B9 and 600, 530 - 8th Avenue S.W, Calgary, Alberta, T2P 3S8 and other offices specified in the letter 
of transmittal; 


“Director” means the Director appointed pursuant to Section 260 of the CBCA; 
“EBITDA” means earnings before interest, income taxes, depreciation and amortization; 


“Effective Date” means the date upon which the Arrangement becomes effective as provided in the Plan of 
Arrangement, which is expected to be January 31, 1999; 


“Effective Time” means 11:59 p.m. (Pacific Standard Time) on the Effective Date; 


“Final Orders” mean the orders of the BC Court and the Alberta Court approving the Arrangement after 
considering the fairness thereof, as such orders may be amended at any time prior to the Effective Date or, if 
appealed, then unless such appeal is withdrawn or denied, as affirmed and “Final Order” means either of such 
orders, as the case may be; 


“GAAP” means generally accepted accounting principles; 
“GTE” means GTE Corporation, a corporation incorporated under the laws of the State of New York; 


“Heads of Agreement” means the agreement between GTE and BC TELECOM and initialed for identification 
by TELUS which, inter alia, describes the terms to be included in the Intellectual Property Agreement; 


“Intellectual Property Agreement” means the agreement anticipated to be entered into on or before the 
Effective Date between BCT.TELUS and GTE incorporating the terms of and replacing the Heads 
of Agreement; 
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“Interim Orders” means the orders of the BC Court and the Alberta Court, containing declarations, orders 
and directions in respect of BC TELECOM under the CBCA and in respect of TELUS under the ABCA, in 
each case, with respect to the Arrangement and “Interim Order” means either of such orders, as the case may be; 


“Joint Circular” means this Joint Management Proxy Circular of BC TELECOM and TELUS prepared by 
BC TELECOM and TELUS to be sent to the BC TELECOM Shareholders and the TELUS Shareholders in 
connection with the Meetings and in accordance with the Interim Orders; 


“Long-Term Relationship Agreement” means the agreement among BCT.TELUS, GTE and Anglo-Canadian to 
be entered into on or before the Effective Date providing for certain ongoing rights and obligations relating to 
the continuing relationship among BCT.TELUS, GTE and Anglo-Canadian, the full text of which is reproduced 
in Appendix J of this Joint Circular; 


“ME” means the Montreal Exchange; 
“Meeting” or “Meetings” means the BC TELECOM Meeting or the TELUS Meeting, or both, as applicable; 


“Non-Disclosure Agreement” means the letter agreement dated June 30, 1998 between BC TELECOM and 
TELUS as extended and amended from time to time; 


“Non-Resident Shareholder” means any BC TELECOM Common Shareholder or TELUS Common 
Shareholder, as the case may be, who is not resident in Canada for the purposes of the Tax Act; 


“Parties” mean BC TELECOM and TELUS; and “Party” means either one of them; 


“Plan of Arrangement” means the plan of arrangement, the full text of which is reproduced in Appendix B to 
this Joint Circular, including any amendment or variation thereto made in accordance with Section 6.3 of such 
plan or Section 7.1 of the Arrangement Agreement; 


“Registrar” means the Registrar of Corporations appointed pursuant to Section 253 of the ABCA; 
“Securities Act of 1933” means the United States Securities Act of 1933, as amended; 


“Shareholders” mean the registered holders from time to time of the Shares and “Shareholder” means any 
one of them; 


“Shares” mean any or all of the BC TELECOM Shares and TELUS Shares, as applicable; 


“Special Resolutions” mean the BC TELECOM Special Resolution or the TELUS Special Resolution, or 
both, as applicable; 


“Stentor Alliance” means the alliance among the nine regionally based incumbent telephone companies 
comprised of Bell Canada, BC TEL, Island Telecom Inc., NBTel Inc., MTS Communications Inc., Maritime 
Tel & Tel Limited, Newlel Communications Inc., Saskatchewan Telecommunications and TELUS 
Communications Inc.; 


“TSE” means The Toronto Stock Exchange; 
“Tax Act” means the Income Tax Act, R.S.C. 1985 (Sth Supp.) c. 1, as amended; 


“Tax-Exempt Shareholder” means any BC TELECOM Common Shareholder or TELUS Common 
Shareholder, as the case may be, (other than a Non-Resident Shareholder) that is exempt from tax under Part I 
of the Tax Act; 


“Telecommunications Act”? means the Telecommunications Act, 1993, c. 38, as amended; 


“TELUS” means TELUS Corporation, a corporation incorporated under the ABCA, and, where the 
context so requires, includes its subsidiaries; 


“TELUS Common Shareholders” mean the holders of TELUS Common Shares; 
“TELUS Common Shares” mean the common shares in the capital of TELUS; 


“TELUS Exchange Ratio” means 0.7773 of a BCT.TELUS Common Share or 0.7773 of a BCT.TELUS 
Non-Voting Share, as applicable, for each TELUS Common Share as provided in the Plan of Arrangement; 
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“TELUS Meeting” means such meeting of TELUS Shareholders as is required to be held in accordance with 
the Interim Order; ! 


“TELUS Multimedia Trial” means a technical and market trial carried on by TELUS providing multimedia 
services in certain communities in Edmonton and Calgary pursuant to Broadcasting Decision CRTC 97-193 and 
Telecom Decision CRTC 97-12; 


“TELUS Option Plans” mean the TELUS Stock Option Plan and the TELUS Directors Stock Option Plan; 


“TELUS Optionholders” mean the holders of options under the TELUS Option Plans, whether such options 
are vested or not; 


“TELUS Record Date’? means December 9, 1998; 
“TELUS Shareholders” mean the TELUS Common Shareholders and the TELUS Optionholders; 
“TELUS Shares” mean the TELUS Common Shares and the options under the TELUS Option Plans; 


“TELUS Special Resolution” means the special resolution of TELUS Shareholders approving the 
Arrangement to be considered at the TELUS Meeting, the full text of which is reproduced in Appendix A to this 
Joint Circular; 


“TELUS Taxable Exchange Shareholder” means each TELUS Common Shareholder who is a Non-Resident 
Shareholder or a Tax-Exempt Shareholder; 


“VSE” means the Vancouver Stock Exchange; and 


‘Voting Agreement” means the agreement dated as of October 27, 1998 among GTE, Anglo-Canadian, 
BC TELECOM, BCT.TELUS and TELUS which provides for, inter alia, certain matters relating to the 
BC TELECOM Meeting and TELUS Common Shares. 


Amounts indicated in U.S. dollars in this Joint Circular have been converted to Canadian dollars based on an 
exchange rate of $1.5038. 
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JOINT MANAGEMENT PROXY CIRCULAR 


This Joint Circular is being furnished to BC TELECOM Shareholders in connection with the solicitation of 
proxies by BC TELECOM management for use at the BC TELECOM Meeting to be held at 10:00 a.m. (Pacific 
Standard Time) on January 21, 1999, at Vancouver, British Columbia and any adjournment thereof. 


This Joint Circular is also being furnished to TELUS Shareholders in connection with the solicitation of 
proxies by TELUS management for use at the TELUS Meeting to be held at 10:30 a.m. (Mountain Standard 
Time) on January 19, 1999, at Edmonton, Alberta and any adjournment thereof. 


All information in this Joint Circular relating to BC TELECOM has been supplied by BC TELECOM and 
all information relating to TELUS has been supplied by TELUS. All information in this Joint Circular relating 
to BCT.TELUS has been supplied by both BC TELECOM and TELUS. Unless the context otherwise requires, 
capitalized terms used in this Joint Circular without definition have the meanings ascribed thereto in the 
Glossary of Terms. 


No person is authorized to give any information or to make any representation not contained in this Joint 
Circular and, if given or made, such information or representation should not be relied upon as having been 
authorized. This Joint Circular does not constitute an offer to sell, or a solicitation of an offer to purchase, any 
securities, or the solicitation of a proxy, by any person in any jurisdiction in which such an offer or solicitation is 
not authorized or in which the person making such offer or solicitation is not qualified to do so or to any person 
to whom it is unlawful to make such an offer or solicitation of an offer or proxy solicitation. Neither delivery of 
this Joint Circular nor any distribution of the securities referred to in: this Joint Circular shall, under any 
circumstances, create an implication that there has been no change in the information set forth therein since the 
date of this Joint Circular. 


Certain information in this Joint Circular is forward-looking information and relates to, among other things, 
anticipated financial performance, business prospects, strategies, new services, market forces, commitments and 
technological developments. Certain of this information appears in BC TELECOM’s and TELUS Management 
Discussion & Analysis, included in Appendix G and H, respectively, to this Joint Circular. This forward-looking 
information is subject to various risks and uncertainties, including those discussed in “Investment 
Considerations”, that could cause actual results and experience to differ materially from the anticipated results 
or other expectations expressed. Readers are cautioned not to place undue reliance on this forward-looking 
information, which is provided as of the date of this Joint Circular unless otherwise stated, and neither 
BC TELECOM nor TELUS undertake any obligation to update publicly or revise any forward-looking 
information, whether as a result of new information, future events or otherwise. 


Forward-looking information typically contains statements with words such as “anticipate”, “believe”, 
“expect”, “plan”, “intend”, “should” or similar words suggesting future outcomes. The discussion in 
“Investment Considerations” is intended to identify certain factors, though not necessarily all factors, that could 
cause future outcomes to differ materially from those set forth in the forward-looking information and 
BC TELECOM Shareholders and TELUS Shareholders are urged to carefully consider the matters set forth 
under “Investment Considerations”. 
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SOLICITATION OF PROXIES 


This Joint Circular is furnished in connection with the solicitation of proxies by and on behalf of the 
management of each of BC TELECOM and TELUS for use at the Meetings. Directors, officers and employees 
of each of BC TELECOM and TELUS may, for no additional compensation, solicit proxies by telephone, 
telecopy, mail or other communication. While no arrangements have been made to date, either one or both of 
BC TELECOM and TELUS may contract for the solicitation of proxies for the Meetings. The costs incurred in 
soliciting proxies will be paid by each of BC TELECOM and TELUS in connection with its own solicitation. If 
either BC TELECOM or TELUS retains the services of an investment dealer to form a soliciting dealer group 
to solicit proxies for a Meeting, BC TELECOM or TELUS will incur costs which could consist of: 
(i) management fees; (ii) a fee per Share solicited by a broker or dealer; (iii) a fee per telephone call placed to 
Shareholders; and (iv) reimbursement for out-of-pocket expenses. Payments could also be made to brokers or 
nominees holding Shares in their names or in the names of their principals for their reasonable expenses in 
sending solicitation material to their principals. 


APPOINTMENT AND REVOCATION OF PROXIES 


Accompanying this Joint Circular is, in the case of BC TELECOM Shareholders, a form of proxy (printed 
on BLUE paper) for use at the BC TELECOM Meeting, in the case of TELUS Shareholders, a form of proxy 
(printed on GREEN paper) and, in the case of holders of TELUS Common Shares owned by employees 
through the TELUS Employee Share Plan, a voting instruction card (printed on YELLOW paper) for use at the 
TELUS Meeting. 


Voting of Registered Holders of BC TELECOM Shares or TELUS Shares 


All properly executed forms of proxy of BC TELECOM Shareholders must be received by Montreal Trust 
Company of Canada, at 510 Burrard Street, Vancouver, British Columbia, V6C 3B9 in all cases no later than 
5:00 p.m. (Pacific Standard Time) on January 19, 1999 or, if the BC TELECOM Meeting is adjourned, by the close 
of business on the last business day prior to the date on which the Meeting is reconvened. 


All properly executed forms of proxy of TELUS Shareholders must be received by Montreal Trust Company 
of Canada, at 600, 530 - 8th Avenue S.W,, Calgary, Alberta, T2P 3S8 in all cases no later than 5:00 p.m. (Mountain 
Standard Time) on January 18, 1999 or, if the TELUS Meeting is adjourned, by the close of business on the last 
business day prior to the date on which the Meeting is reconvened. 


The form of proxy must be signed by the Shareholder or the Shareholder’s attorney authorized in writing. If 
such Shareholder is a corporation, the form of proxy must be executed under its corporate seal or by an officer 
or attorney thereof duly authorized and in the case of the form of proxy for use at the TELUS Meeting, 
accompanied by a true copy of a director’s resolution or power of attorney. Persons signing as executors, 
administrators, or trustees should so indicate and must provide a true copy of the document establishing their 
authority. A partnership should sign in the partnership name by an authorized person(s). 


The persons designated in the form of proxy furnished by BC TELECOM are directors or officers of 
BC TELECOM. The persons designated in the form of proxy furnished by TELUS are directors or officers of 
TELUS. A Shareholder submitting a form of proxy has the right to appoint a person (who need not be a 
Shareholder) other than any person designated in the form of proxy furnished by BC TELECOM or TELUS to 
attend and act for them and on their behalf at the Meeting at which they are entitled to vote. To exercise this 
right, the Shareholder must insert the name of the desired representative in the blank space provided in the 
form of proxy or may submit another appropriate form of proxy. 


The forms of proxy furnished by BC TELECOM and TELUS, where the Shareholder specifies a choice 
with respect to the Special Resolutions, will be voted on any ballot in accordance with the instructions contained 
therein. Where no choice is specified, the form of proxy will be voted “FOR” the BC TELECOM Special 
Resolution or TELUS Special Resolution, as the case may be. The persons appointed under the forms of proxy 
furnished by BC TELECOM and TELUS are conferred discretionary authority with respect to amendments to 
those matters specified in the form of proxy or other matters which may properly come before the Meetings. At the 
time of the printing of this Joint Circular, the management of each of BC TELECOM and TELUS know of no stich 
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amendment or other matter except as disclosed in this Joint Circular. If any matters which are not now known 
should properly come before the Meeting, the persons named in the enclosed form of proxy will vote on such 
matters in accordance with their best judgment. 


A form of proxy may be revoked by the person giving it at any time prior to the exercise thereof. If a person 
who has given a proxy attends personally at the Meeting at which such proxy is to be voted, such person may 
revoke the proxy and vote in person. In addition to revocation in any other manner permitted by law, a proxy 
may be revoked by instrument in writing executed by the Shareholder or the Shareholder’s attorney, authorized 
in writing, or if the Shareholder is a corporation, under its corporate seal or by an officer or attorney thereof 
duly authorized, and deposited with the Corporate Secretary of BC TELECOM or TELUS, as the case may be, 
or their respective transfer agents at the addresses referred to above, no later than the close of business, local 
time, on the day (excluding Saturdays, Sundays and statutory holidays) before the Meeting or, if the Meeting is 
adjourned, on the day (excluding Saturdays, Sundays and statutory holidays) before the Meeting is reconvened, 
or with the Chairman of the Meeting immediately prior to such Meeting, or any reconvened Meeting, and upon 
either of such deposits the proxy is revoked. 


Voting of BC TELECOM Common Shares Purchased Through the BC TELECOM Employee Share 
Purchase Plan 


The voting rights attached to the BC TELECOM Common Shares owned by employees through the 
BC TELECOM Employee Share Purchase Plan may be exercised by the holders thereof by completing the 
enclosed form of proxy (BLUE) in accordance with the instructions under the above section “Appointment and 
Revocation of Proxies” and returning it in the enclosed envelope to Montreal Trust Company of Canada. 
Montreal Trust Company of Canada has agreed to act as the recipient of the returned proxy forms for the 
purpose of tabulation. 


Voting of TELUS Common Shares Purchased Through the TELUS Employee Share Plan 


The Royal Trust Company (“Trustee”) is the trustee of all TELUS Common Shares owned by employees 
through the TELUS Employee Share Plan. 


Voting rights attached to the TELUS Common Shares owned by employees through the TELUS Employee 
Share Plan may be exercised by the holders thereof by completing the enclosed voting instruction card 
(YELLOW) and thereby directing the Trustee as to how such TELUS Common Shares are to be voted at the 
TELUS Meeting. The Trustee will deliver one or more forms of proxy at the TELUS Meeting indicating the 
result of all votes cast by way of voting instruction cards. The voting rights attached to the TELUS Common 
Shares owned by employees through the TELUS Employee Share Plan will be voted for or against in accordance 
with the specifications made. 


Montreal Trust Company of Canada has agreed to act as the recipient of the voting instruction cards and 
will forward them to the Trustee for tabulation. 


In order for TELUS Common Shares owned by employees through the TELUS Employee Share Plan to be 
voted at the TELUS Meeting, a voting instruction card in respect thereof must be received at the office of 
Montreal Trust Company of Canada, 600, 530 - 8th Avenue S.W,, Calgary, Alberta, T2P 3S8 in all cases no later 
than 5:00 p.m. (Mountain Standard Time) on January 18, 1999, or, if the TELUS Meeting is adjourned, on the 
day (excluding Saturdays, Sundays and statutory holidays) before the TELUS Meeting is reconvened. The 
employee holder of TELUS Common Shares owned through the TELUS Employee Share Plan who has given a 
voting instruction card may revoke it by depositing another voting instruction card bearing a later date or a 
notice of such revocation, signed by such holder or by an attorney of such holder authorized in writing, at the 
office of Montreal Trust Company of Canada designated above at any time up to and including the last business 
day preceding the day of the TELUS Meeting or, if adjourned, the date on which the Meeting is reconvened. 


No form of proxy is to be completed in respect of TELUS Common Shares owned by employees through the TELUS 
Employee Share Plan. However, if an employee holds TELUS Common Shares (other than TELUS Common Shares 
owned by employees through the TELUS Employee Share Plan) or options to acquire TELUS Common Shares, the form 
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of proxy must be completed to vote such securities, unless such employee attends the TELUS Meeting and votes such 
securities in person. 


Advice to Beneficial Holders of BC TELECOM Common Shares or TELUS Common Shares 


The information set forth in this section is of significant importance to many shareholders, as a substantial 
number of shareholders do not hold Shares in their own name. Shareholders who hold Shares through their 
brokers, intermediaries, trustees or other persons, or who otherwise do not hold their Shares in their own name 
(referred in this section as “Beneficial Shareholders’’) should note that only proxies deposited by Shareholders 
whose names appear on the records of BC TELECOM or TELUS, as the case may be, may be recognized and 
acted upon at the Meetings. If BC TELECOM Common Shares or TELUS Common Shares are listed in an 
account statement provided to a Beneficial Shareholder by a broker, then in almost all cases those Shares will 
not be registered in the Beneficial Shareholder’s name on the records of BC TELECOM or TELUS, as the case 
may be. Such Shares will more likely be registered under the names of the broker or an agent of that broker. In 
Canada, the vast majority of shares are registered under the name of CDS & Co. (the registration name for The 
Canadian Depository for Securities, which acts as nominee for many Canadian brokerage firms). Shares held by 
brokers, agents or nominees can only be voted (for or against resolutions) upon the instructions of the Beneficial 
Shareholder. Without specific instructions, brokers, agents and nominees are prohibited from voting shares for 
the brokers’ clients. Therefore, Beneficial Shareholders should ensure that instructions respecting the voting of 
their BC TELECOM Common Shares or TELUS Common Shares are communicated to the appropriate person 
by the appropriate time. 


Applicable regulatory policy requires intermediaries/brokers to seek voting instructions from Beneficial 
Shareholders in advance of shareholders’ meetings. Each intermediary/broker has its own mailing procedures 
and provides its own return instructions to clients, which should be carefully followed by Beneficial Shareholders 
to ensure that their BC TELECOM Common Shares or TELUS Common Shares are voted at the appropriate 
Meeting. The purpose of the form of proxy or voting instruction form supplied to a Beneficial Shareholder by its 
broker, agent or nominee is limited to instructing the registered Shareholder (the broker or agent of the broker) 
how to vote on behalf of the Beneficial Shareholder. The majority of brokers now delegate responsibility for 
obtaining instructions from clients to Independent Investor Communications Corporation (“IICC”). IICC 
typically supplies a voting instruction form, mails those forms to the Beneficial Shareholders and asks Beneficial 
Shareholders to return the forms to IICC or follow specified telephone voting procedures. IICC then tabulates 
the results of all instructions received and provides appropriate instructions respecting the voting of Shares to be 
represented at the appropriate Meeting. A Beneficial Shareholder receiving a voting instruction form from IICC 
cannot use that form to vote BC TELECOM Common Shares or TELUS Common Shares directly at the 
respective Meeting — the voting instruction forms must be returned to I[CC or the telephone procedures 
completed well in advance of the respective Meeting in order to have such shares voted. 


Although Beneficial Shareholders may not be recognized directly at the appropriate Meeting for the 
purpose of voting shares registered in the name of their broker, agent or nominee, a Beneficial Shareholder may 
attend at the appropriate Meeting as proxyholder for the Shareholder and vote the BC TELECOM Common 
Shares or TELUS Common Shares, as the case may be, in that capacity. Beneficial Shareholders who wish to 
attend at the appropriate Meeting and indirectly vote their BC TELECOM Common Shares or TELUS 
Common Shares, as the case may be, as proxyholder for the registered Shareholder, should enter their own 
names in the blank space on the form of proxy or voting instruction form provided to them and return the same 
to their broker (or the broker’s agent) in accordance with the instructions provided by such broker (or agent), 
well in advance of the appropriate Meeting. 


VOTING AND RECORD DATE 


Each BC TELECOM Shareholder and TELUS Shareholder of record at the close of business on 
December 9, 1998 will be entitled to receive notice of the relevant Meeting. Each such Shareholder will be 
entitled to vote at the relevant Meeting, in accordance with the provisions set out below, unless such person 
transfers the ownership of any of the Common Shares held by that Shareholder after the record date and the 
transferee of those Common Shares establishes that such transferee owns the Common Shares and demands to 
the respective transfer agents at the addresses referred to above, not later than ten days before the relevant 
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Meeting, that the transferee’s name be included in the list of Shareholders entitled to vote at the 
relevant Meeting. 


The quorum at the BC TELECOM Meeting will be at least two persons present in person or represented by 
proxy, and holding or representing not less than 10% of the votes attached to the BC TELECOM Shares 
entitled to vote at the BC TELECOM Meeting, and the quorum at the TELUS Meeting will be at least two 
persons present in person or represented by proxy, and holding or representing not less than 1% of the votes 
attached to the TELUS Common Shares entitled to be voted at the TELUS Meeting provided that, if no 
quorum is present at the opening of either Meeting, such Meeting shall stand adjourned to a fixed time and 
place as specified by the Chairman of the Meeting. 


The Meetings will be held and conducted, in the case of BC TELECOM, in accordance with the CBCA and 
bylaws of BC TELECOM and, in the case of TELUS, in accordance with the ABCA and bylaws of TELUS and 
in accordance with the Interim Orders. 


BC TELECOM proxies will be counted and tabulated by Montreal Trust Company of Canada in such a 
manner as to preserve the confidentiality of individual Shareholder votes, except: (i) as necessary to meet the 
applicable legal requirements; (ii) in the event of a proxy contest; or (iii) in the event such Shareholder has made 
a written comment on the form of proxy. 


There were 124,241,266 BC TELECOM Common Shares outstanding and options to purchase 
1,491,129 BC TELECOM Common Shares outstanding as at November 30, 1998. With respect to voting on the 
BC TELECOM Special Resolution or on other matters properly coming before the BC TELECOM Meeting, 
each BC TELECOM Common Shareholder is entitled to one vote for each Common Share held and each 
BC TELECOM Optionholder is entitled to one vote for each Common Share which he or she would receive 
upon valid exercise of his or her options held under the BC TELECOM Option Plans. For the Special 
Resolution to be approved: (i) at least 6674% of the votes cast by BC TELECOM Shareholders, present in 
person or represented by proxy must be cast in favour of such resolution; and (ii) a majority of the votes cast by 
BC TELECOM Shareholders, present in person or represented by proxy, other than votes cast by Anglo- 
Canadian, must be cast in favour of such resolution. Management of BC TELECOM is not aware of any person 
owning, beneficially, directly or indirectly, or exercising control or discretion over more than 10% of the 
BC TELECOM Shares, other than Anglo-Canadian, which is beneficially owned and controlled as to 100% of its 
common shares by GTE and holds 63,143,943 BC TELECOM Common Shares (representing 50.8% of the 
outstanding BC TELECOM Common Shares). 


There were 144,514,119 TELUS Common Shares outstanding and options to purchase 1,897,220 TELUS 
Common Shares outstanding as at November 30, 1998. With respect to voting on the TELUS Special Resolution 
or on other matters properly coming before the TELUS Meeting, each TELUS Common Shareholder is entitled 
to one vote for each Common Share held and each TELUS Optionholder is entitled to one vote for each 
Common Share which he or she would receive upon valid exercise of his or her options held under the TELUS 
Option Plans. For the Special Resolution to be approved at least 66%% of the votes cast by TELUS 
Shareholders, present in person or represented by proxy must be cast in favour of such resolution. Management 
of TELUS is not aware of any person owning, beneficially, directly or indirectly, or exercising control or 
discretion over more than 10% of the TELUS Shares. 
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THE ARRANGEMENT 
General 


BC TELECOM and TELUS have agreed, subject to the satisfaction of certain conditions precedent, 
to a merger of equals by way of the Arrangement pursuant to which they will form a new public 
company, BCT.TELUS Communications Inc. BCT.TELUS will be the second largest domestic Canadian 
telecommunications provider with the financial capacity and other capabilities to enable it to compete in all of 
the major Canadian markets as a provider of communication services. See “The Effect of the Arrangement on 
Shareholdings — Schematic Representations of the Arrangement Process”. 


The Arrangement will be effected by way of a court approved Plan of Arrangement pursuant to the 
Arrangement Agreement. BC TELECOM Shareholders are being asked to approve the BC TELECOM Special 
Resolution and TELUS Shareholders are being asked to approve the TELUS Special Resolution. 


Pursuant to the Arrangement, TELUS Common Shareholders will exchange 75% of their TELUS Common 
Shares on the basis of 0.7773 BCT.TELUS Common Shares for each TELUS Common Share held and 25% of 
their TELUS Common Shares on the basis of 0.7773 BCT.TELUS Non-Voting Shares for each TELUS 
Common Share held. BC TELECOM Common Shareholders will exchange 75% of their BC TELECOM 
Common Shares for BCT. TELUS Common Shares on a one for one basis and 25% of their BC TELECOM 
Common Shares for BCT.TELUS Non-Voting Shares on a one for one basis. See “The Effect of the 
Arrangement on Shareholdings — Share Exchange”. The BC TELECOM Optionholders and the TELUS 
Optionholders will see their respective options exchanged for options to acquire BCT.TELUS Common Shares 
and BCT.TELUS Non-Voting Shares on a similar basis. See “The Effect of the Arrangement on 
Shareholdings — Option Exchange”’. 


Background to the Arrangement 


Given recent regulatory and competitive developments and consolidations in the communications industry 
in Canada and worldwide, each of BC TELECOM and TELUS concluded that shareholder value would be 
enhanced by achieving higher revenue growth and increased operating efficiencies through a strategic business 
combination with another telecommunications service provider. 


In early May 1998, members of the senior management of BC TELECOM and TELUS initiated discussions 
with respect to the possibility of a business combination of the two companies. At their respective meetings held 
in early June, the Boards of Directors were advised of the discussions. Effective June 1, 1998, TELUS retained 
RBC Dominion Securities Inc. (“RBC DS”) and Salomon Smith Barney Inc. (“Salomon Smith Barney”) as its 
financial advisors in connection with the proposed transaction and on June 15, 1998, BC TELECOM retained 
TD Securities Inc. (“TD Securities”) and J.P. Morgan Securities Inc. (“J.P. Morgan Securities”) as its financial 
advisors in connection with the proposed transaction. 


On June 30, 1998, BC TELECOM and TELUS entered into the Non-Disclosure Agreement in which they 
agreed to exchange information for the purpose of evaluating a potential transaction and to deal exclusively with 
one another. Following the execution of the Non-Disclosure Agreement, BC TELECOM and TELUS, and their 
respective representatives, proceeded to exchange and review information, to conduct investigations of their 
respective financial positions, operations and prospects, and to discuss the terms and conditions upon which a 
business combination could be structured. Subsequently, GTE and TELUS entered into a non-disclosure 
agreement in respect of confidential information to be exchanged between them and providing for exclusivity 
and stand-still commitments. 


At a BC TELECOM Board of Directors meeting held on July 23, 1998, its Strategic Policy Committee 
reported on the business combination discussions between BC TELECOM and TELUS and the Board of 
Directors established a special committee of independent directors (the “Independent Committee’’) for the 
purposes of determining whether any proposed merger transaction, including one involving TELUS, would be 
fair and reasonable to the shareholders of BC TELECOM and in the best interests of BC TELECOM and to 
report to the Board of Directors concerning such determinations. The Independent Committee retained 
CIBC Wood Gundy Securities Inc. (“CIBC Wood Gundy’) to serve as its financial advisor. 
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On July 24, 1998, management reported to the TELUS Board of Directors on the status of the business 
combination discussions. ‘ 


On September 15, 1998, the Board of Directors of TELUS amended and redefined the mandate of the 
Transaction Review Committee (a committee of its Board of Directors constituted on December 10, 1997 to 
consider an earlier proposed transaction and to facilitate implementation of the TELUS growth strategy 
adopted in December 1996) specifically to deal with the proposed business combination with BC TELECOM. 


From early September to mid-October 1998, there were numerous meetings between representatives of 
BC TELECOM and TELUS to discuss the broad principles upon which a transaction could be completed and to 
negotiate definitive agreements. During the same period, meetings were taking place between GTE, 
BC TELECOM and TELUS on terms and conditions relating to, among other things, the licensing of 
GTE intellectual property which culminated in the Heads of Agreement. 


The Board of Directors of TELUS met on October 4, 1998 and received a full report on the progress of the 
negotiations from management, the Transaction Review Committee and financial and legal advisors. The Board 
of Directors of BC TELECOM met on October 5, 1998 and received a full report on the progress of 
the negotiations from management, the Independent Committee and financial and legal advisors. 


On October 13, 1998, BC TELECOM and TELUS announced that they were in discussions with respect to 
a potential transaction. 


On October 19, 1998, the Board of Directors of BC TELECOM met and, after considering all relevant 
factors, including the report of the Independent Committee and the fairness opinions from TD Securities, 
J.P. Morgan Securities and CIBC Wood Gundy and advice from accounting and legal advisors, approved the 
execution of an arrangement agreement between BC TELECOM and TELUS. See “Deliberations and 
Recommendations — Recommendation of BC TELECOM Board of Directors”. 


On October 19, 1998, the Board of Directors of TELUS met and, after considering all relevant factors and 
after receiving the report of the Transaction Review Committee and the fairness opinions from RBC DS and 
Salomon Smith Barney and advice from accounting and legal advisors, approved the execution of an 
arrangement agreement between BC TELECOM and TELUS. See “Deliberations and Recommendations — 
Recommendation of TELUS Board of Directors”. 


On October 19, 1998, following the execution of the arrangement agreement, the Compensation and 
Option Agreements, the Heads of Agreement and a support agreement with GTE, BC TELECOM and TELUS 
jointly announced that they had entered into an arrangement agreement and that, subject to certain agreed 
conditions, the two companies would merge. 


Between October 19 and October 27, 1998, and following certain regulatory decisions, BC TELECOM and 
TELUS continued to have discussions on ways to better accommodate the existing non-Canadian shareholders, 
given the limitations imposed on the holding of voting shares by non-Canadians under the Telecommunications 
Act, and to better position BCT.TELUS in the international capital markets. Further discussions were also 
carried out with GTE regarding board representation and long-term arrangements between GTE and 
BCT.TELUS. On October 25, 1998, the Transaction Review Committee met to review and consider the 
proposed changes to the arrangement agreement entered into on October 19, 1998. On October 26, 1998, the 
Board of Directors of TELUS met to approve the execution of an amended and restated arrangement 
agreement. On October 26, 1998, the Independent Committee met to review and consider the proposed changes 
to the arrangement agreement entered into on October 19, 1998. On October 27, 1998, the Board of Directors 
of BC TELECOM met to approve the execution of an amended and restated arrangement agreement. Following 
the execution of the amended and restated arrangement agreement and the Voting Agreement, BC TELECOM 
and TELUS made a further announcement that the terms of the Arrangement had been modified to include: 
(i) distribution of the BCT.TELUS Non-Voting Shares; (ii) proportional: representation on the Board of 
Directors of BCT.TELUS through cumulative voting; and (iii) certain limits on GTE’s ability to increase or 
decrease its ownership interest in BCT.TELUS. A copy of the Arrangement Agreement is attached hereto in its 
entirety in Appendix B. See “Details of the Arrangement and Related Transactions”. 
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BENEFITS OF THE TRANSACTION 


As a result of the business combination, management of both BC TELECOM and TELUS expect that 
BCT.TELUS will be in a better position to meet the challenge of competitors entering its traditional serving 
territory. Through its relationship with GTE, BCT.TELUS expects to have access to the software and related 
technology to allow it to develop new products and businesses and add breadth and depth to its 
existing businesses. 


The business combination will take advantage of the strategic and operational compatibility of 
BC TELECOM and TELUS and should result in the following benefits: (i) creation of a platform for long-term 
growth and expansion into new geographic areas and emerging communications business sectors; (ii) realization 
of substantial synergies, including cost savings through the combination of duplicated functions; (iii) enhanced 
access to capital markets as a result of greater financial strength, market capitalization and increased public 
float; and (iv) an alliance with GTE, a telecommunications leader in the provision of voice, data and 
internet services. 


Platform for Growth 


Management of BC TELECOM and TELUS believe that the business combination will provide a strong 
platform for growth in revenue and earnings as it will strengthen the ability of BCT.TELUS to compete 
effectively in its core businesses, to develop new businesses and to expand outside its traditional serving territory. 
In particular: 


(a) The business combination will facilitate market entry in new geographic regions in which 
BC TELECOM is currently restricted from operating and in which TELUS does not presently operate; 
and 


(b) BCT.TELUS will have greater scale and scope, giving it the flexibility and financial capacity to pursue 
acquisitions and other growth opportunities. 


Synergies 


Management of both companies believe that their contiguous serving territories and shared core 
competencies in wireline and wireless communications businesses will allow BCT.TELUS to take advantage of 
cost synergies. BC TELECOM and TELUS estimate that by the third year, annual operating cost savings could 
amount to approximately $250 million, and annual capital cost savings could amount to approximately 
$115 million. Estimated one-time costs to achieve these savings are expected to be in the range of $250 million to 
$300 million. See “Investment Considerations — BCT.TELUS Considerations”. 


The operating and capital cost savings are anticipated to be realized principally by: (i) reduction of 
corporate overhead through the implementation of a single management team; (ii) realization of infrastructure 
efficiencies, improvements and general cost savings in areas such as network operations and information 
systems, including data operations, applications development and maintenance; and (iii) capital cost savings 
through enhanced purchasing power, inventory efficiencies and leveraging access to GTE’s procurement 
strengths and pricing. 


Enhanced Capital Markets Profile and Financial Resources 


It is anticipated that BCT.TELUS will have substantial financial capacity, enhanced access to capital and 
greater ability to pursue growth opportunities, as indicated by the following: 


(a) Revenues, EBITDA and Assets — For the nine months ended September 30, 1998, the pro forma 
consolidated revenues of BCT.TELUS are $4.3 billion, pro forma EBITDA is $1.7 billion and pro 
forma consolidated assets amount to $7.9 billion; 


(b) Credit Ratings — Subsequent to the merger announcement, the Dominion Bond Rating Service 
reaffirmed the ratings of all of the rated securities of BC TELECOM, BC TEL and TELUS 
Communications Inc., all with a stable outlook. The Canadian Bond Rating Service has placed the 
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public debt of BC TELECOM, BC TEL and TELUS Communications Inc. under review, but the 
ratings of each of the companies continue unchanged; 


(c) Dividends—It is anticipated that BCT.TELUS will initially pay annual dividends on both 
BCT.TELUS Common Shares and BCT.TELUS Non-Voting Shares in an amount equal to $1.40 per 
share commencing with a quarterly payment of $0.35 per share in respect of the first quarter of 1999. 
However, there can be no assurance that such dividends will be declared. The declaration and payment 
of dividends will be at the discretion of the Board of Directors of BCT.TELUS which will consider the 
earnings, capital requirements and financial condition of BCT.TELUS and other relevant factors; and 


(d) Liquidity for Shareholders — BC TELECOM and TELUS believe that the larger market capitalization 
of BCT.TELUS, the smaller percentage equity position of GTE, larger public float and the availability 
of non-voting shares will result in greater trading liquidity in BCT.TELUS Shares and will lead to 
broader interest from non-Canadian investors compared to that which either would attain individually. 


Relationship with GTE 


Management of BC TELECOM and TELUS expect that the relationship with GTE through the Intellectual 
Property Agreement, which will provide BCT.TELUS with exclusive access in Canada (subject to limited 
exceptions) to GTE’s present and future software and related technology and certain of its trademarks, will 
provide the following benefits: 


(a) A broader portfolio of data and internet products and services and integrated operational support and 
network management systems; 


(b) Increased pace of product development and introduction; 


(c) Enhancement of the national growth strategy through deployment of sophisticated intellectual 
property and information technology platforms only available to BCT. TELUS; 


(d) Significant cost reductions when compared to a stand-alone development of intellectual property and 
information technology; and 


(e) Increased ability to serve cross-border and international traffic. 


GTE has agreed to a merger with Bell Atlantic which would create a telecommunications company with 
combined annual operating revenues as of December 31, 1997 of approximately U.S. $53.5. billion 
(Cdn. $80 billion). The resulting company will be one of the largest local exchange carriers and cellular service 
providers in the United States. GTE has agreed to use its best efforts to cause Bell Atlantic to grant to 
BCT.TELUS licences to the Bell Atlantic intellectual property on the completion of the GTE-Bell Atlantic 
merger. However, there can be no assurance that the GTE-Bell Atlantic merger will be consummated or that 
such licences will be granted. 


See “Details of the Arrangement and Related Transactions — Relationship between GTE and BCT.TELUS 
After the Arrangement”. 


DELIBERATIONS AND RECOMMENDATIONS 
BC TELECOM Independent Committee 


Organization of Independent Committee and Terms of Reference 


The Board of Directors of BC TELECOM appointed Iain J. Harris (Chair), Brian C. Bentz, Pierre 
Choquette, G.N. Mel Cooper, M. Rendina K. Hamilton, John W. Pitts and Barbara J. Rae as members of the 
Independent Committee. 


The Independent Committee was given a mandate to review the proposed business combination to 
determine whether it is fair and reasonable to all BC TELECOM Common Shareholders and in the best 
interests of BC TELECOM and to report back to the Board of Directors of BC TELECOM as to 
such determination. 
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The Independent Committee engaged Lawson Lundell Lawson & McIntosh to act as counsel and to 
provide advice respecting the organization and activities of the Independent Committee and the responsibilities 
of the members. 


With the advice and assistance of counsel, the members of the Independent Committee concluded that they 
are each independent of GTE and Anglo-Canadian. Each member of the Independent Committee has 
confirmed that: (i) he or she will not benefit from the business combination in a manner that is different from 
the BC TELECOM Common Shareholders other than GTE and subsidiaries of GTE (including 
Anglo-Canadian) (the “Minority Shareholders’), and he or she will not have a material interest in BCT.TELUS, 
GTE or Anglo-Canadian in the event the business combination is successful; and (ii) he or she is not an 
employee, insider, director, associate or affiliate of GTE or Anglo-Canadian and has not held any such position 
within the previous five years. 


The Independent Committee engaged CIBC Wood Gundy to serve as its financial advisor. The 
Independent Committee reviewed the credentials and experience of CIBC Wood Gundy and the question of 
whether CIBC Wood Gundy is “independent” of BC TELECOM, TELUS, GTE and Anglo-Canadian. The 
Independent Committee concluded that CIBC Wood Gundy is qualified and independent of BC TELECOM, 
TELUS, GTE and Anglo-Canadian. 


Deliberations 


The Independent Committee met a total of seven times. It received a number of management presentations 
with respect to the business combination, including a strategic overview of the proposed merger with TELUS 
and its impact on the strategic plan of BC TELECOM. Management also addressed the considerations behind 
the proposed arrangements with GTE, both with respect to the Heads of Agrecment and the future relationship 
between BCT.TELUS, GTE and Anglo-Canadian. Representatives of TD Securities and J.P. Morgan also 
attended some of the meetings of the Independent Committee and shared with the Independent Committee the 
financial advice which they provided to management of BC TELECOM in connection with the business 
combination. Management and its financial advisors were not present at and did not participate in the 
deliberations of the Independent Committee. 


Representatives of CIBC Wood Gundy attended most of the meetings of the Independent Committee and 
provided financial advice with respect to the business combination, as well as a fairness opinion (the 
“CIBC Wood Gundy Opinion’). The Independent Committee conducted a detailed review of a fairness opinion 
analysis provided by CIBC Wood Gundy, as well as a draft of the CIBC Wood Gundy Opinion. Representatives 
of CIBC Wood Gundy answered questions from members of the Independent Committee regarding the analysis 
and the draft opinion to their satisfaction. The Independent Committee concluded that the CIBC Wood Gundy 
analysis was properly prepared and enabled the Independent Committee to form judgments on financial matters 
with respect to the business combination and the Heads of Agreement. 


The Independent Committee reviewed the proposed transaction documents, including the Arrangement 
Agreement, Heads of Agreement, Compensation and Option Agreements, Voting Agreement and Long-Term 
Relationship Agreement with counsel who provided advice as to their content and effect. 


In order to arrive at its conclusions and recommendations to the BC TELECOM Board of Directors, the 
Independent Committee considered the following issues, among others: (i) the strategic considerations relating 
to a business combination with TELUS, as well as alternative growth strategies; (ii) the importance of the Heads 
of Agreement; (ili) the proposed ratios for the exchange of BC TELECOM Common Shares and TELUS 
Common Shares contemplated by the Arrangement Agreement; (iv) the arrangements governing the 
relationships among BC TELECOM, TELUS and GTE and Anglo-Canadian as expressed in the Voting 
Agreement and between BCT.TELUS and GTE and Anglo-Canadian after completion of the Arrangement as 
expressed in the proposed articles of BCT.TELUS and the Long-Term Relationship Agreement; and (v) certain 
other terms of the Arrangement, including that it will only become effective after a determination by the 
BC Court that it is fair to the BC TELECOM Common Shareholders and that dissent rights would be granted to 
BC TELECOM Common Shareholders. 


Conclusions and Recommendation 


The Independent Committee accepted the rationale for the business combination and the arrangements 
with GTE as articulated by management and which are included in the discussion under “Benefits of the 
Transaction”. In particular, the Independent Committee concluded that significant strategic benefits would be 
obtained by a business combination of BC TELECOM and TELUS and by securing access from GTE to 
intellectual property necessary to conduct the business of BCT.TELUS. 


CIBC Wood Gundy provided the Independent Committee with its opinion that the Heads of Agreement is 
fair from a financial point of view to the Minority Shareholders. CIBC Wood Gundy also provided its opinion 
that the Share Exchange Ratios and resulting Pro Forma BCT Ownership Percentage (both as defined in the 
CIBC Wood Gundy Opinion) are fair from a financial point of view to the BC TELECOM Common 
Shareholders, including the Minority Shareholders. 


The proposed business combination includes a number of provisions which will affect the relations of 
BCT.TELUS with GTE. The Independent Committee concluded that: (i) the provisions were not being 
established for the purpose of providing an undue advantage to GTE in the affairs of BCT. TELUS; and (ii) as 
part of the overall business combination, the provisions are fair and reasonable. The Independent Committee 
concluded that the Heads of Agreement has a proper business purpose which will benefit the Minority 
Shareholders and BCT.TELUS and is fair and reasonable to the Minority Shareholders. 


The Independent Committee concluded that the business combination is fair and reasonable to the 
BC TELECOM Common Shareholders including the Minority Shareholders. 


The Independent Committee therefore concluded that the business combination and the Heads of 
Agreement, the Long-Ierm Relationship Agreement and the other agreements with GTE and Anglo-Canadian 
to be entered into in connection with the Arrangement are in the best interests of BC TELECOM. Accordingly, 
the Independent Committee unanimously recommended that: (i) the Board of Directors of BC TELECOM 
authorize the business combination and recommend that the BC TELECOM Common Shareholders vote in 
favour of a resolution to approve the Arrangement; and (ii) the Board of Directors of BC TELECOM approve 
the execution and delivery of the Arrangement Agreement, the Voting Agreement, the Compensation and 
Option Agreements and the Heads of Agreement substantially in the forms presented to the 
Independent Committee. 


Opinions of Financial Advisors to BC TELECOM 
Opinions of TD Securities Inc. and J.P. Morgan Securities Inc. 


BC TELECOM retained TD Securities and J.P. Morgan Securities to provide financial and strategic advice 
in connection with the Arrangement and to render opinions as to the fairness of the transaction from a financial 
point of view. 


In connection with the BC TELECOM Board of Directors’ consideration of the Arrangement, 
TD Securities delivered its written opinion, to the effect that, as at October 19, 1998, and based upon the 
assumptions made, scope of review and limitations set forth in its written opinion, the Transaction (as defined in 
the opinion of TD Securities) is fair from a financial point of view to the BC TELECOM Common 
Shareholders. In connection with the BC TELECOM Board of Directors’ consideration of the Arrangement, J.P. 
Morgan Securities delivered its written opinion, to the effect that, as at October 19, 1998, and based upon the 
assumptions made, scope of review and limitations set forth in its written opinion, the consideration to be 
received by BC TELECOM Common Shareholders in the Arrangement is fair, from a financial point of view, to 
BC TELECOM and BC TELECOM Common Shareholders. 


On October 27, 1998 and again on December 8, 1998, TD Securities and J.P. Morgan Securities reconfirmed 
their opinions to the Board of Directors of BC TELECOM. The full text of the opinions of TD Securities and 
J.P. Morgan Securities, each dated December 8, 1998 (the “TD Securities Opinion” and the “J.P. Morgan 
Securities Opinion’), which set forth the assumptions made, scope of review and limitations, both on the review 
undertaken and the resultant opinions, are included in Appendix F — Fairness Opinions. BC TELECOM 
Shareholders are urged to read the TD Securities Opinion and the J.P. Morgan Securities Opinion carefully in 
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their entirety. The foregoing summaries of the TD Securities Opinion and the J.P. Morgan Securities Opinion are 
qualified in their entirety by reference to the full text of such opinions. The TD Securities Opinion and the 
J.P. Morgan Securities Opinion were prepared at the request and for the information of the Board of Directors 
of BC TELECOM and do not constitute a recommendation to any BC TELECOM Shareholder as to how such 
shareholder should vote with respect to the Arrangement. 


TD Securities and J.P. Morgan Securities will receive fees for their respective services in connection with the 
Arrangement, portions of each of which are contingent upon consummation of the Arrangement. TD Securities, 
J.P. Morgan Securities and their respective affiliates have, in the past, provided or may, in the ordinary course of 
their business perform investment banking or financial advisory services for BC TELECOM, TELUS, GTE or 
any of their respective associates and affiliates. TD Securities and J.P. Morgan Securities have and will receive 
customary fees for such services. In the ordinary course of business, TD Securities, J.P. Morgan Securities or 
their affiliates may hold or actively trade the securities of BC TELECOM, TELUS and GTE for their own 
accounts and for the accounts of their customers and, accordingly, may at any time hold a long or short position 
in such securities. 


Opinion of CIBC Wood Gundy Securities Inc. 


The Independent Committee retained CIBC Wood Gundy on September 18, 1998 to provide financial and 
strategic advice in connection with the Arrangement and to render an opinion as to the fairness of the 
transaction from a financial point of view. In the opinion of CIBC Wood Gundy, as at October 19, 1998, the date 
of its written opinion, and based upon the assumptions made, scope of review and limitations set forth in its 
written opinion, the Heads of Agreement is fair from a financial point of view to the Minority Shareholders and 
the Share Exchange Ratios and resulting Pro Forma BCT Ownership Percentage (both as defined in the 
CIBC Wood Gundy Opinion) are fair from a financial point of view to BC TELECOM Common Shareholders, 
including the Minority Shareholders. ' 


On October 27, 1998, CIBC Wood Gundy reconfirmed its opinion to the Independent Committee. The full 
text of the CIBC Wood Gundy Opinion, which sets forth the assumptions made, scope of review and limitations 
on the review undertaken, is included in Appendix F — Fairness Opinions. BC TELECOM Shareholders are 
urged to read the CIBC Wood Gundy Opinion carefully in its entirety. This summary of the CIBC Wood Gundy 
Opinion is qualified in its entirety by reference to the full text of such opinion. The CIBC Wood Gundy Opinion 
was prepared at the request and for the information of the Independent Committee and does not constitute a 
recommendation to any BC TELECOM Shareholder as to how such shareholder should vote with respect to 
the Arrangement. 


CIBC Wood Gundy will receive fees for its services in connection with the Arrangement. CIBC Wood 
Gundy or its affiliates has, in the past, provided or may, in the ordinary course of its business perform investment 
banking or financial advisory services for BC TELECOM, TELUS, GTE or any of their respective associates and 
affiliates. CIBC Wood Gundy has and will receive customary fees for such services. In the ordinary course of 
business, CIBC Wood Gundy or its affiliates may hold or actively trade in the securities of BC , TELECOM, 
TELUS and GTE for its own account and for the accounts of its customers and, accordingly, may at any time 
hold a long or short position in such securities. 


Recommendation of BC TELECOM Board of Directors 


The Board of Directors of BC TELECOM has unanimously determined, based on the considerations noted 
below, that the terms of the Arrangement are in the best interests of BC TELECOM and are fair to its 
shareholders as a whole and to the minority shareholders. The BC TELECOM Board of Directors (other than 
those directors who declared their interest in the Heads of Agreement and abstained from voting to approve the 
Heads of Agreement) has also unanimously concluded that the terms of the Heads of Agreement are in the best 
interests of BC TELECOM and are fair to its shareholders as a whole and to the minority shareholders. The 
Board of Directors unanimously recommends that BC TELECOM Shareholders vote in favour of the 
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Arrangement and the BC TELECOM Special Resolution. In reaching its conclusion, the Board of Directors 
considered, among other things, the following: 


(a) Management’s review of, and advice with respect to, the financial condition, results of operations, 
business plans and prospects of each of BC TELECOM and TELUS and the prospects of BCT. TELUS 
after the Arrangement; 


(b) The Independent Committee’s report and recommendation and the CIBC Wood Gundy Opinion; 


(c) The BC TELECOM Exchange Ratio and the TELUS Exchange Ratio in light of the relative trading 
values of and relative contributions to BCT.TELUS by BC TELECOM and TELUS; 


(d) The involvement of GTE in the negotiations with TELUS with respect to the BC TELECOM 
Exchange Ratio and the TELUS Exchange Ratio and the involvement of TELUS in the negotiations 
with GTE with respect to the Heads of Agreement, Long-Term Relationship Agreement and Voting 
Agreement; 


(e) The opinion of TD Securities that the Transaction (as defined in the TD Securities Opinion), was fair 
from a financial point of view to BC TELECOM Common Shareholders, as of the date of such written 
opinion, and based upon the assumptions made, scope of review and limitations set forth therein. See 
“Opinions of Financial Advisors to BC TELECOM” and Appendix F — Fairness Opinions — Opinion 
of TD Securities Inc.; 


(f) The opinion of J.P Morgan Securities that the consideration to be received by BC TELECOM 
Common Shareholders in connection with the Arrangement was fair, from a financial point of view, to 
the BC TELECOM Common Shareholders, as of the date of such written opinion, and based upon the 
assumptions made, scope of review and limitations set forth therein. See “Opinions of Financial 
Advisors to BC TELECOM” and Appendix F— Fairness Opinions — Opinion of J.P. Morgan 
Securities Inc.; 


(g) The opinion of Arthur Andersen LLP that confirmed the appropriateness of the use of the pooling of 
interests method of accounting for the Arrangement under Canadian GAAP based on assumptions 
described in such opinion; 


(h) The Arrangement will not proceed unless the BC TELECOM Special Resolution receives the 
favourable vote of at least 6674% of the votes cast at the BC TELECOM Meeting by BC TELECOM 
Shareholders; 


(i) The fact that the BC Court will consider the fairness of the Arrangement to BC TELECOM 
Shareholders; and 


(j) The availability of dissent rights. See “BC TELECOM Shareholders Rights of Dissent” and 
Appendix D — Procedure to Exercise Dissent Right under the CBCA. 


TELUS Transaction Review Committee 
Organization of Transaction Review Committee and Terms of Reference 


On December 10, 1997, the Board of Directors of TELUS established a Transaction Review Committee and 
appointed as members James S. Palmer, C.M., Q.C., (Chair), R. John Butler, Q.C., Norm Kimball, Harold P. 
Milavsky, E.C.A. and Ronald P. Triffo. The committee was established to consider a potential transaction which 
did not proceed. The Transaction Review Committee met subsequently to consider various alternatives to 
implement the growth strategy of TELUS. 


On September 15, 1998, the Board of Directors of TELUS amended and redefined the mandate of the 
Transaction Review Committee to deal specifically with the discussions with BC TELECOM and provided to the 
committee, together with Mr. Palmer, the Chairman of the TELUS Board of Directors, Mr. Triffo and senior 
management, the mandate to consider and continue discussions regarding a potential merger of TELUS and 
BC TELECOM. 
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The Transaction Review Committee was granted the power and authority to engage, at the expense of 
TELUS, such professional advisors as the Transaction Review Committee considered appropriate, including 
legal, financial and accounting advisors. The Transaction Review Committee concluded, based on its own 
discussions and information provided by the financial, accounting and legal advisors of TELUS, that the 
Transaction Review Committee did not require independent financial or accounting advisors in the 
circumstances. The Transaction Review Committee did retain the services of Burnet, Duckworth & Palmer to act 
as counsel to the Transaction Review Committee. 


Deliberations 


In accordance with its mandate the Transaction Review Committee: (i) reviewed and discussed details of 
the Arrangement with management of TELUS and TELUS financial and legal advisors; (ii) with the assistance 
of experts, attempted to assess the value of TELUS and its shares so as to properly consider the Arrangement 
and its alternatives; (iii) considered and advised the Board of Directors of TELUS as to whether the 
Arrangement was in the best interest of TELUS shareholders and whether the potential transaction should be 
recommended to those shareholders; (iv) considered available alternatives to the Arrangement and reported to 
the Board of Directors of TELUS with respect to any available alternatives; and (v) provided full and complete 
advice to the Board of Directors with respect to all aspects of its deliberations. 


The Transaction Review Committee met on 15 occasions in respect of the business combination, 
independently and with management and financial and legal advisors in attendance for all or part of certain 
meetings. In addition to these meetings, members of the Transaction Review Committee spoke to each other 
numerous times by telephone and in person regarding various aspects of the Arrangement and the TELUS 
growth strategy and various alternative transactions. The purpose of the various meetings and conversations 
included: clarification of the duties and responsibilities of the directors in such circumstances; settling the scope 
and terms of authority of the Transaction Review Committee; consideration of the appropriateness of the 
appointment of independent advisors to the Transaction Review Committee and the Board of Directors of 
TELUS; review of various issues arising out of the Arrangement; and review of the information provided to 
members of the Transaction Review Committee regarding the negotiation of certain governance issues including, 
but not limited to, selection of the Chairman and Chief Executive Officer of BCT.TELUS, location of the head 
office of BCT.TELUS, the composition of the Board of Directors of BCT.TELUS after the implementation of 
the Arrangement and a review of information provided by management and the professional advisors of TELUS 
in connection with the Arrangement. The Transaction Review Committee or certain of its members also met on 
several occasions with representatives of Bennett Jones, legal counsel to TELUS, and Burnet, Duckworth & 
Palmer, legal counsel to the Transaction Review Committee, and the financial advisors to TELUS, RBC DS and 
Salomon Smith Barney. 


Conclusions and Recommendation 


The Transaction Review Committee in considering whether to proceed with the business combination 
considered, among other things: (i) its knowledge, as directors of TELUS, of the operations, assets, prospects 
and general industry environment in the telecommunications industry; (ii) the business rationale discussed under 
“Benefits of the Transaction”; (iii) the strategic alternatives available to TELUS; (iv) the business prospects 
affecting the TELUS Shareholders if the business combination is implemented and the risks in achieving those 
prospects; (v) the RBC DS Opinion and the Salomon Smith Barney Opinion; (vi) the advice of counsel; and 
(vii) the advice of Deloitte & Touche LLP. In particular, the Transaction Review Committee concluded that the 
Arrangement provided a number of strategic benefits to TELUS and was a logical step in TELUS 
growth strategy. 


Based on the foregoing, the Transaction Review Committee concluded that the business combination is in 
the best interests of TELUS Common Shareholders and recommended that the TELUS Board of Directors 
resolve to proceed with the business combination. 

Opinions of Financial Advisors to TELUS 
Opinions of RBC Dominion Securities Inc. and Salomon Smith Barney Inc. 


TELUS retained RBC DS and Salomon Smith Barney to provide financial and strategic advice in 
connection with the Arrangement and to render opinions as to the fairness of the transaction from a financial 
point of view. 
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In connection with the TELUS Board of Directors’ consideration of the Arrangement, RBC DS delivered 
its written opinion, to the effect that, as at October 19, 1998, and based upon the assumptions made, scope of 
review and limitations set forth in its written opinion the Transaction (as defined in the opinion of RBC DS) is 
fair, from a financial point of view, to the TELUS Common Shareholders. In connection with the TELUS Board 
of Directors’ consideration of the Arrangement, Salomon Smith Barney delivered its written opinion, to the 
effect that, as at October 19, 1998, and based upon the assumptions made, scope of review and limitations set 
forth in its written opinion, the Exchange Ratio (as defined in the opinion of Salomon Smith Barney) is fair, 
from a financial point of view, to the TELUS Common Shareholders. 


On October 27, 1998 and again on December 8, 1998, RBC DS and Salomon Smith Barney reconfirmed 
their opinions to the Board of Directors of TELUS. The full text of the opinions of RBC DS and Salomon Smith 
Barney, each dated December 8, 1998 (the “RBC DS Opinion” and the “Salomon Smith Barney Opinion’), 
which set forth the assumptions made, scope of review and limitations, both on the review undertaken and the 
resultant opinions, are attached and contained in Appendix F — Fairness Opinions. TELUS Shareholders are 
urged to read the RBC DS Opinion and the Salomon Smith Barney Opinion carefully in their entirety. The 
foregoing summaries of the RBC DS Opinion and the Salomon Smith Barney Opinion are qualified in their 
entirety by reference to the full text of such opinions. The RBC DS Opinion and the Salomon Smith Barney 
Opinion were prepared at the request and for the information of the Board of Directors of TELUS and do not 
constitute a recommendation to any TELUS Shareholder as to how such shareholder should vote with respect to 
the Arrangement. 


RBC DS and Salomon Smith Barney will receive fees for their respective services in connection with the 
Arrangement, portions of each of which are contingent upon consummation of the Arrangement. RBC DS, 
Salomon Smith Barney and their respective affiliates have, in the past, provided or may, in the ordinary course 
of their business, perform investment banking or financial advisory services for TELUS, BC TELECOM, GTE 
or any of their respective associates or affiliates, RBC DS and Salomon Smith Barney have and will receive 
customary fees for such services. In the ordinary course of business, RBC DS, Salomon Smith Barney or their 
affiliates may hold or actively trade the securities of TELUS, BC TELECOM and GTE for their own accounts 
and for the accounts of their customers and, accordingly, may at any time hold a long or short position in 
such securities. 


Recommendation of TELUS Board of Directors 


The Board of Directors of TELUS has unanimously determined, based on the considerations noted below, 
that the terms of the business combination are in the best interests of TELUS and are fair to TELUS Common 
Shareholders, and unanimously recommends that TELUS Shareholders vote in favour of the Arrangement and 
the TELUS Special Resolution. In reaching its conclusion, the Board of Directors considered, among other 
things, the following: 


(a) Management’s review of, and advice with respect to, the financial condition, results of operations, 
business plans and prospects of each of BC TELECOM and TELUS and the prospects of BCT. TELUS 
after the Arrangement; 


(b) The Transaction Review Committee’s report and recommendation; 


(c) The TELUS Exchange Ratio and the BC TELECOM Exchange Ratio in light of the relative trading 
values of and relative contributions to BCT.TELUS by TELUS and BC TELECOM; 


(d) The opinion of RBC DS that the Transaction (as defined in the RBC DS Opinion) was fair from a 
financial point of view to TELUS Common Shareholders, as of the date of such written opinion, and 
based upon the assumptions made, scope of review and limitations set forth therein. See “Opinions of 
Financial Advisors to TELUS” and Appendix F — Fairness Opinions — Opinion of RBC Dominion 
Securities Inc.; 


(ec) The opinion of Salomon Smith Barney that the Exchange Ratio (as defined in the Salomon Smith 
Barney Opinion) was fair from a financial point of view to the TELUS Common Shareholders, as of 
the date of such written opinion, and based upon the assumptions made, scope of review and 
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limitations set forth therein. See “Opinions of Financial Advisors to TELUS” and Appendix F— — 
Fairness Opinions — Opinion of Salomon Smith Barney Inc.; 


(f) The opinion of Deloitte & Touche LLP that confirmed the appropriateness of the use of the pooling of | 
interests method of accounting for the Arrangement under Canadian GAAP based on the assumptions 
described in such opinion; 


(g) The Arrangement will not proceed unless the TELUS Special Resolution receives the favourable vote 
of at least 664% of the votes cast at the TELUS Meeting by TELUS Shareholders; 


(h) The fact that the Alberta Court will consider the fairness of the Arrangement to TELUS 
Shareholders; and 


(i) The availability of dissent rights. See “TELUS Shareholders Rights of Dissent” and Appendix E — 
Procedure to Exercise Dissent Right under ABCA. 


THE EFFECT OF THE ARRANGEMENT ON SHAREHOLDINGS 
Share Exchange 


Under the Arrangement, the following share exchanges will occur for each Shareholder: (i) 75% of the 
TELUS Common Shares will be exchanged for BCT.TELUS Common Shares on the basis of the TELUS 
Exchange Ratio (one to 0.7773) and 25% of the TELUS Common Shares will be exchanged for BCT.TELUS 
Non-Voting Shares on the basis of the TELUS Exchange Ratio (one to 0.7773); and (ii) 75% of the 
BC TELECOM Common Shares will be exchanged for BCT.TELUS Common Shares on the basis of the 
BC TELECOM Exchange Ratio (one to one) and 25% of the BC TELECOM Common Shares will be 
exchanged for BCT.TELUS Non-Voting Shares on the basis of the BC TELECOM Exchange Ratio (one to 
one). Except for participants in the BC TELECOM Dividend Reinvestment and Share Purchase Plan, the 
BC TELECOM Employee Share Purchase Plan, the TELUS Dividend Reinvestment and Share Purchase Plan 
and the TELUS Employee Share Plan (the “Plans”) as of the Effective Date, no fractional BCT. TELUS Shares 
will be issued. Shareholders will receive cash in lieu of fractional shares. For a description of the procedure for 
exchanging BC TELECOM Common Shares and TELUS Common Shares, see “Procedures for Exchange of 
Share Certificates”. 


The effect of the Arrangement on the holdings of BC , TELECOM Common Shareholders and TELUS 
Common Shareholders (who are not members of the Plans) is illustrated below based on a shareholding of 
150 shares immediately prior to the Arrangement. 


Holdings Immediately Prior to the Arrangement Holdings Immediately After the Arrangement 

150 BC TELECOM Common Shares............ 112 BCT.TELUS Common Shares and 
37 BCT.TELUS Non-Voting Shares‘)®) 

150: TELUS: Comnion' Shares 2% 2 y's PEAY ee: 87 BCT.TELUS Common Shares and 


29 BCT.TELUS Non-Voting Shares) 


Notes: 


(1) A holder of 150 BC TELECOM Common Shares would be entitled to 112.5 BCT. TELUS Common Shares but will receive cash in lieu 
of the 0.5 BCT.TELUS Common Shares fractional amount and would be entitled to 37.50 BCT.TELUS Non-Voting Shares but will 
receive cash in lieu of the 0.5 BCT.TELUS Non-Voting Shares fractional amount. 


(2) A holder of 150 TELUS Common Shares would be entitled to 87.44625 BCT.TELUS Common Shares but will receive cash in lieu of 
the 0.44625 BCT.TELUS Common Shares fractional amount and would be entitled to 29.14875 BCT.TELUS Non-Voting Shares but 
will receive cash in lieu of the 0.14875 BCT.TELUS Non-Voting Shares fractional amount. 


(3) The amount of cash (rounded to the nearest whole cent) will equal the product obtained when such fractions are multiplied by the 
weighted average trading price for BCT. TELUS Common Shares or BCT.TELUS Non-Voting Shares, as the case may be, on the TSE 
for the first three trading days on which the BCT. TELUS Common Shares and BCT.TELUS Non-Voting Shares are traded on an issued 
basis following the Effective Date. 
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Option Exchange 


For the BC TELECOM Optionholders, each of the then outstanding options under the BC TELECOM 
Option Plans will be converted into an option to purchase: (i) the number of BCT.TELUS Common Shares 
determined by multiplying the number of BC TELECOM Common Shares subject to such option under the 
BC TELECOM Option Plans at the Effective Time (the “Outstanding BC TELECOM Options”) by 75% of the 
BC TELECOM Exchange Ratio; and (ii) the number of BCT.TELUS Non-Voting Shares determined by 
multiplying the Outstanding BC TELECOM Options by 25% of the BC TELECOM Exchange Ratio. All new 
options will be exercisable at an exercise price per BCT.TELUS Share equal to the amount determined by 
dividing the exercise price per share of the old option immediately prior to the Effective Time by the 
BC TELECOM Exchange Ratio. If the new option is exercised, such exercise must be made for the number of 
BCT.TELUS Common Shares together with the BCT.TELUS Non-Voting Shares for each BC TELECOM 
Common Share that the BC TELECOM Optionholder would have been entitled to receive and not separately 
for any class of BCT.TELUS Shares. If the foregoing calculation results in a new option being exercisable for a 
fraction of a BCT. TELUS Common Share or BCT.TELUS Non-Voting Share, as the case may be, then the 
number of BCT.TELUS Common Shares or BCT.TELUS Non-Voting Shares subject to the new option will be 
rounded down to the nearest whole number of shares, without adjustment to the exercise price. 


The options under the BC TELECOM Option Plan as so converted will, without any further action on 
the part of the BC TELECOM Optionholders, be further modified as necessary to effect such conversion, 
provided, however, the term, exercisability, vesting schedule, and all other terms and conditions of the options 
under the BC TELECOM Option Plans will otherwise be unchanged and will operate in accordance with their 
terms. The conversion will take place and be implemented on a basis that the difference between the fair market 
value of the BC TELECOM Common Shares which are subject to the outstanding options and the amount 
payable upon the exercise of such outstanding options, determined immediately before such conversion, will be 
at least equal to the difference between the fair market value of the BCT.TELUS Shares which are subject to the 
newly created options and the amount payable upon the exercise of such newly created options, determined 
immediately after such conversion. The obligations of BC TELECOM under the BC TELECOM Option Plans 
as so converted will be assumed by BCT.TELUS and BCT.TELUS will be substituted for BC TELECOM as the 
sponsor of the BC TELECOM Option Plans. 


For the TELUS Optionholders, each of the then outstanding options under the TELUS Option Plans will 
be converted into an option to purchase: (i) the number of BCT.TELUS Common Shares determined by 
multiplying the number of TELUS Common Shares subject to such option under the TELUS Option Plans 
at the Effective Time (the “Outstanding TELUS Options”) by 75% of the TELUS Exchange Ratio; and 
(ii) the number of BCT.TELUS Non-Voting Shares determined by multiplying the Outstanding TELUS 
Options by 25% of the TELUS Exchange Ratio. All new options will be exercisable at an exercise price per 
BCT.TELUS Share equal to the amount determined by dividing the exercise price per share of the old option 
immediately prior to the Effective Time by the TELUS Exchange Ratio. If the new option is exercised, such 
exercise must be made for the number of BCT.TELUS Common Shares together with the BCT.TELUS 
Non-Voting Shares for each TELUS Common Share that the TELUS Optionholder would have been entitled to 
receive and not separately for any class of BCT.TELUS Shares. If the foregoing calculation results in a new 
option being exercisable for a fraction of a BCT. TELUS Common Share or BCT.TELUS Non-Voting Share, as 
the case may be, then the number of BCT.TELUS Common Shares or BCT.TELUS Non-Voting Shares subject 
to the new option will be rounded down to the nearest whole number of shares, without adjustment to the 
exercise price. 


The options under the TELUS Option Plan as so converted will, without any further action on the part of 
the TELUS Optionholders, be further modified as necessary to effect such conversion, provided, however, the 
term, exercisability, vesting schedule, and all other terms and conditions of the options under the TELUS 
Option Plans will otherwise be unchanged and will operate in accordance with their terms. The conversion will 
take place and be implemented on a basis that the difference between the fair market value of the TELUS 
Common Shares which are subject to the outstanding options and the amount payable upon the exercise of such 
outstanding options, determined immediately before such conversion, will be at least equal to the difference 
between the fair market value of the BCT.TELUS Shares which are subject to the newly created options and the 
amount payable upon the exercise of such newly created options, determined immediately after such conversion. 
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The obligations of TELUS under the TELUS Option Plans as so converted will be assumed by BCT. TELUS and 
BCT.TELUS will be substituted for TELUS as the sponsor of the TELUS Option Plans. 


Schematic Representations of the Arrangement Process 


The following schematics have been simplified to illustrate the Arrangement process and material 
subsidiaries: 


I. BC TELECOM and TELUS as of Date of the Joint Circular 


PUBLIC 
49.2% 


PUBLIC 
100% 


BC TELECOM 


BCT.TELUS 


TELUS 
Mobility 
Inc. 


TELUS 
Communications 
(Edmonton) Inc. 


BC TEL Mobility 
Cellular Inc. 


II. BC TELECOM, TELUS and BCT.TELUS Following the Arrangement) 20) 


PUBLIC 
73.3% 


BCT.TELUS 


Common Shares (75%) 
Non-Voting Shares (25%) 


TELUS 
Communications 
Inc. 


BC TEL Mobility 
Cellular Inc. 


Notes: 
(1) BC TELECOM is wound up into BCT.TELUS pursuant to the Arrangement. 


(2) Pursuant to an internal reorganization to be effective January 1, 1999, the operations of TELUS Communications Inc., TELUS 
Communications (Edmonton) Inc., TELUS Mobility Inc. and certain other TELUS subsidiaries will be combined in one company to be 
called TELUS Communications Inc. See “Information Relating to TELUS — Recent Developments — Internal Reorganization”. 


(3) All the subsidiaries indicated above will be wholly-owned by BCT.TELUS. TELUS Communications Inc. is incorporated pursuant to 
the ABCA and BC TEL Mobility Cellular Inc. and BC TEL are incorporated pursuant to the CBCA. 
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BCT.TELUS COMMUNICATIONS INC. 
Business Strategy 


The BCT.TELUS business combination developed from a strategy to maximize shareholder value and 
respond to the challenges imposed by rapid technological innovation, deregulation, convergence, globalization 
and increased competition. 


BCT.TELUS will be a combination of the second and third largest domestic telecommunications providers 
in Canada: As the premier telecommunications provider in its serving territory, BCT.TELUS will focus its 
business efforts on: 


* enhancing its core business and market position; 


* successfully integrating its business operations to realize the synergies available from the business 
combination; and 


¢ implementing a national growth strategy. 


BCT.TELUS will concentrate on the successful continuation of its core business operations and fulfillment 
of its customers’ telecommunications requirements. Core market and business strengths will be enhanced as 
BCT.TELUS realizes synergies from the business combination of BC TELECOM and TELUS and benefits from 
reduced costs in a competitive environment. 


The scale and scope of BCT.TELUS will enable it to grow its existing businesses and expand into emerging 
communications businesses faster than either BC TELECOM or TELUS could achieve individually. 


The current telecommunications market in British Columbia and Alberta represents approximately 28% of 
the revenues of the total Canadian telecommunications market, providing significant potential for revenue 
growth in the national market. Growth outside of British Columbia and Alberta will be facilitated by 
BCI.TELUS: 


* strong financial capacity; 

* expertise in telecommunications, provided by a highly skilled and motivated workforce; 
* proven ability to provide excellent customer service; 

* access to GTE technology, branding and marketing capabilities; and 


* access to transmission capacity in Ontario and Québec and to key centres in the United States through 
the acquisition of fibre optic systems. 


Fibre Acquisition 


On October 8 and 10, 1998, BC TELECOM entered into agreements to acquire rights in fibre optic systems 
to be constructed by Ledcor Industries Limited (“Ledcor”) and by its affiliate, Pacific Fiber Link, LLC. (“PFL”). 
These agreements will be assumed by BCT.TELUS as part of the Arrangement. These systems will provide 
BCT.TELUS with the capability to access markets in Eastern Canada and various networks in the United States, 
including those of GTE. 


Under the agreement with Ledcor, BC TELECOM agreed to purchase, for an initial 20 year term, rights of 
use to 12 strands of fibre within Ontario and Québec (Toronto to Detroit, Toronto to Ottawa, Ottawa to 
Montreal, Toronto to Montreal, Montreal to Québec City) as well as cross-border links from Montreal to 
Albany, Toronto to Buffalo and Buffalo to Albany. Under the agreement with PFL, PFL agreed to grant to 
BC TELECOM, for an initial 25 year term, renewable for an additional 25 years, an indefeasible right of use to 
12 strands of dark fibre within a fibre optic system to be constructed by PFL between Seattle and the 
Canada-U.S. border. These systems are anticipated to be available by December 1999. The agreement also 
includes an option to acquire an indefeasible right of use to 12 additional strands of dark fibre between 
Vancouver and the Canada-U.S. border. BC TELECOM has also obtained an option to purchase additional 
rights in fibre optic systems between Québec City and Halifax, Calgary and Edmonton and Albany and 
New York City. 
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Definitive agreements are anticipated to be executed prior to the Effective Date. 


BC TELECOM and TELUS are continuing to consider various opportunities to acquire or construct 
additional fibre optic systems in furtherance of BCT_TELUS growth strategy. 


Business Activities 
Principal Servi 


BCT.TELUS will provide a full range of communications services. Voice and data communications, carried 
over both wireline and wireless networks, will be the major lines of business for BCT-TELUS. 


BCT.TELUS will initially carry on business throughout British Columbia and Alberta. Population levels and 
economic growth will be factors in BCT-TEDUS revenues. At December 31, 1997, the two provinces had a 
combined population of 6.8 million representing 224% of Canada’s population and represented approximately 
25% of Conalin’s Gitta Denecala: Eels Satan & acc BCT-TELUS will expand into 
new geographic areas and emerging communications businesses. 


Wireline Services 

Local Services . 

Local services allow residential and business customers to complete calls in their local calling areas and to 
acoess long distance networks, cellular networks and the intemet. Virtually all homes and businesses m the 
BCT.TELUS serving territories will have access to some or all of its local services. In addition to local calimg, 
local services will generally include: enhanced calling features; terminal equipment sales, leasing and rental; 
Centrex for business customers; public pay telephones; and competitive long distance carfier access__ 


Long Distance Services 


Long distance services connect customers in different local calling areas. BCT-TELUS will offer its 
residential customers a number of savings plans and billig options, and will offer its business customers a range 


of long distance savings plans, billing options and call processing options. 


Data Services 


Data services are expected to be a significant revenve growth opportunity for BCT-TELUS m both the 
business and residential segments. Traditional data services to be offered by BCT_TELUS will be services such as 
circuit switched, packet switched and dedicated private lines. 

BCT.TELUS will also offer enhanced data services, which are data services with wider appeal and greater 
functionality and growth potential than the traditional services. The major services offered will be miemet 
access, private intranets, wide area network outsourcing, and <lectromic commerce. 


Wireless Services 


BCT.TELUS will be the third largest celiular provider in Canada, offering both analog and digital services. 
BCT.TELUS cellular customers will be able to roam throughout Canada through its membership m Mobility 
Canada, and thronghout North America through Mobility Canada’s arrangements with other cellular providers. 

BCT.TELUS will provide paging services (tone, numeric, alphanumeric and voice paging) with full North 
American coverage. 


Other Services 

BCT.TELUS will offer advertising services (such as yellow pages) to customers primarily in Alberta 
BCT.TELUS will also provide information technology services to customers primanly m Bntsh Cofumbr 
through its 75% ownership of ISM Information Systems Management (B.C.) Corporation (“ISM(B-C_)”). 
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Key O ss Shes 
~ The following table displays certain key operating statistics of BC TELECOM and TELUS for the 
three years ended December 31, 1997 and for the nine months ended September 30, 1998: 


September 30, December 31 
1998 1997 1996 1s 
BC TELECOM TELUS BC TELECOM TELUS BC TELECOM TELUS BC THILECOM THIS 

Network Access Lines 

eee 2S 2,555 1,905 2,518 1,849 2,432 1,766 2340 1.702 
Long Distance 

Minutes 

(millions) ........ 1,890 1,792 2,617 2,139 2.586 2,035 2627 2114 
Cellular Subscribers 

UMM os a a 456 453 407 409 1 328 219 23% 
Paging Subscribers 

LL Ae ois 131 59 122 45 102 33 59 23 
Internet Subscribers 

US "eee, 80 107 34 68 30 31 — 5 
Directors 


Pursuant to the Plan of Arrangement, the proposed directors of BCT_TELUS will be the individuals 
referred to below, who shall hold office until the first annual general meeting of sharcholders of BCT_TELUS or 
until their respective successors have been duly elected or appomted. BCT. TELUS will have an audit committe. 
corporate governance committee, strategic policy committee, human resources committee and pension benefits 
committee. Brian A. Canfield is expected to be the Chairman of the Board of Directors of BCT_TELUS. 


BC TELECOM 
-< - 5 eae 
Directors of BCT.TELUS; BC TELECOM TELUS Common 
Name and Municipality of Residence Principal Occupation or TELUS Since Shares Hels 
R. John Butler, Q.C. Counsel, Bryan and Company 1995 1,634° 
Edmonton, Alberta (law firm) 
Brian A. Canfield Chairman of BC TELECOM and 1993 10.169" 
Point Roberts, Washington BC TEL 
Pierre Choquette President and Chief Executive 1997 1,000° 
West Vancouver, British Columbia Officer, Methanex Corporation 
(marketer and producer 
of methanol) 
G.N. (Mel) Cooper, Chairman and Chief Executive 1993 3,000" 
C.M., O.B.C. Officer, Seacoast Communications 
Victoria, British Columbia Group Inc. (broadcasting) 
David L. Emerson President and Chief Executive 1996 500" 
Vancouver, British Columbia Officer, Canfor Corporation 
(integrated forest products company) 
Iain J. Harris Chairman and Chief Executive 1997 1,000” 
Vancouver, British Columbia Officer, Summit Holdings Lid. 
(investment and holding company) 
Norm Kimball President, L & N Investments Lid 1991 1.46342 
Calgary, Alberta (private holding company) 
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BC TELECOM 


Director of Common Shares/ 

Directors of BCT.TELUS; BC TELECOM TELUS Common 
Name and Municipality of Residence Principal Occupation or TELUS Since Shares Held 
Richard J. LeLacheur Chairman, Workers’ Compensation 1991 1,634?) 
Edmonton, Alberta Board — Alberta 
Michael T. Masin Vice Chairman & President — 1995 2,002 
Greenwich, Connecticut International, GTE Corporation 

(consolidated group of 

telecommunications companies) 
Harold P. Milavsky, EC.A. Chairman, Quantico Capital Corp. 1991 6,042) 
Calgary, Alberta (investment company) 
Walter B. O’Donoghue, Q.C. Partner, Bennett Jones 1991 4209) 
Calgary, Alberta (law firm) 
George K. Petty President and Chief Executive 1994 9,666?) 
Edmonton, Alberta Officer, TELUS Corporation 
Fares F. Salloum Senior Vice-President — 1998 2,002) 
Dallas, Texas International Operations, 

GTE Service Corporation (member 

of consolidated group of 

telecommunications companies) 
Geraldine B. Sinclair President and Chief Executive 1998 1500) 
Vancouver, British Columbia Officer, NCompass Labs Inc. 

(developer of internet software) and 

Executive Director, ExCITE Centre 

(multimedia research and 

development centre) 
Ronald P. Triffo Chairman, Stantec Inc. 1995 2,634) 
Edmonton, Alberta (engineering firm) 
Donald P. Woodley President, Oracle Corporation 1998 1,093 
Orangeville, Ontario Canada Inc. (software company) 
Notes: 


(1) BC TELECOM Common Shares. 
(2) TELUS Common Shares. 


All of the proposed directors of BCT.TELUS have held the principal occupations set forth above or 
executive positions with the same companies or firms referred to, or with affiliates or predecessors thereof, for 
the past five years except as follows: Pierre Choquette who prior to 1994 was President of Novacorp 
International Inc. (petrochemical company) and in 1994 was appointed President and Chief Executive Officer of 
Methanex Corporation; David L. Emerson who prior to January 1998 was President and Chief Executive Officer 
of the Vancouver International Airport Authority; Iain J. Harris who prior to 1994 was President and Chief 
Executive Officer of Air BC Limited (airline company); Richard J. LeLacheur was the President and Chief 
Executive Officer of Economic Development Edmonton from August 1992 to February 1998; George K. Petty 
was Vice-President of Global Business Services for AT&T (telecommunications company) from January 1993 to 
October 1994; Fares F. Salloum who prior to July 1995 was Vice-President, Emerging Services of BC TEL and 
from July 1995 to June 1997 was Executive Vice-President, Communication Services of BC TELECOM and 
BC TEL; and Donald P. Woodley was the President of Compaq Canada Inc. (computer technology company) 
from September 1987 to January 1997. 
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The directors’ compensation will be determined by the Board of Directors of BCT.TELUS based upon a 
recommendation of the governance committee thereof and is expected to be a blend of current compensation 
regimes of BC TELECOM and TELUS which are both competitive with directors’ compensation of similarly 
sized companies. 


Executive Officers 


It is expected that the individuals named below will be appointed to serve in the following capacities: 


Name Position to be held with BCT.TELUS 

George K. Petty President and Chief Executive Officer 

George N. Addy Executive Vice President, Chief General Counsel and Corporate Secretary 
Gary W. Goertz Executive Vice President, Finance and Chief Financial Officer 

James L. Grey Executive Vice President and President, Advanced Communications 

Ian D. Mansfield Executive Vice President and President, Wireline Communications 

James W. Peters Executive Vice President, Corporate Development and Emerging Businesses 
Paul D. Smith Senior Vice President, Human Resources 

Harry W. Truderung Executive Vice President and President, Mobility 


All of the officers above have been engaged for the past five years in the specified present principal 
occupations or in other executive capacities with BC TELECOM or TELUS, their subsidiaries, affiliates or 
predecessors thereof, except as follows: George K. Petty as indicated above; Gary W. Goertz was the principal of 
Goertz & Associates (consulting firm) from July 1992 until March 1994; and George N. Addy was the Director 
of Investigation and Research, Competition Bureau from December 1993 to June 1996. 


Dual Head Offices 


BCT.TELUS will maintain dual head offices in Burnaby, British Columbia and Edmonton, Alberta until 
otherwise determined by the Board of Directors of BCT.TELUS. 


Corporate Governance 


Both the Boards of Directors and the management of each of BC TELECOM and TELUS recognize the 
inherent value of having appropriate structures and procedures in place to ensure that the Board of Directors of 
BCT.TELUS can function effectively and independently of management. Accordingly, an ad hoc strategic 
committee composed of two directors from each of BC TELECOM and TELUS intends to recommend to the 
Board of Directors of BCT.TELUS the adoption of a number of policies to be effective as of the Effective Date 
which are aimed at ensuring the immediate effectiveness of its corporate governance practices. In adopting such 
policies, it is expected that the Board of Directors of BCT.TELUS will consider the corporate governance 
practices of BC TELECOM attached in Schedule A to the BC TELECOM Information Circular dated 
February 26, 1998 as well as the corporate governance practices of TELUS attached in Schedule A to the 
TELUS Information Circular dated March 17, 1998. 


Principal Holders of Securities 


To the knowledge of the senior management and directors of BC , TELECOM, there are no shareholders of 
BC TELECOM who would, had the Arrangement occurred on the BC TELECOM Record Date, own of record 
or beneficially, directly or indirectly, or exercise control or direction over, in excess of 10% of the BCT.TELUS 
Common Shares other than Anglo-Canadian, which is beneficially owned and controlled as to 100% of its 
common shares by GTE of Irving, Texas, and The Canadian Depository for Securities Limited, which holds of 
record in excess of 10% of such shares for the benefit of its participants. Anglo-Canadian will own 
47,357,957 BCT.TELUS Common Shares which will represent 26.7% of the outstanding BCT. TELUS Common 
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Shares at the Effective Date. See “Details of the Arrangement and Related Transactions — Relationship 
between GTE and BCT.TELUS After the Arrangement”. To the knowledge of the senior management and 
directors of TELUS, there are no shareholders of TELUS who would, had the Arrangement occurred on the 
TELUS Record Date, own of record or beneficially, directly or indirectly, or exercise control or direction over, 
in excess of 10% of the BCT.TELUS Common Shares other than The Canadian Depository for Securities 
Limited, which holds of record in excess of 10% of such shares for the benefit of its participants. 


As of the date hereof, the proposed directors and officers of BCT.TELUS as a group beneficially own, 
directly or indirectly, or exercise control or direction over less than 1% of the outstanding BC TELECOM 
Common Shares and less than 1% of the outstanding TELUS Common Shares and, after the Arrangement, will 
hold less than 1% of the outstanding BCT.TELUS Common Shares and less than 1% of the outstanding 
BCT.TELUS Non-Voting Shares. The information with respect to share ownership, not being within the 
knowledge of either BC TELECOM or TELUS, has been furnished by the respective directors and 
officers individually. 


Auditors, Transfer Agent and Registrar 


As at the Effective Date, the auditors of BCT.TELUS will be Arthur Andersen LLP, Chartered 
Accountants, Vancouver, British Columbia. The transfer agent and registrar of the BCT.TELUS Common 
Shares and BCT.TELUS Non-Voting Shares will be Montreal Trust Company of Canada, with offices in 
Vancouver, Edmonton, Calgary, Regina, Winnipeg, Toronto, Montreal and Halifax. 


Dividends 


It is anticipated that BCT.TELUS will initially pay annual dividends on both BCT. TELUS Common Shares 
and BCT.TELUS Non-Voting Shares in an amount equal to $1.40 per share, commencing with a quarterly 
payment of $0.35 per share to be paid in respect of the first quarter of 1999. However, there can be no assurance 
that such dividends will be declared or continued. The declaration and payment of dividends is at the discretion 
of the Board of Directors of BCT.TELUS which will consider the earnings, capital requirements and financial 
condition of BCT.TELUS and other relevant factors. 


Pro Forma Combined Consolidated Capitalization of BCT.TELUS 


The following table and notes set forth the combined consolidated capitalization of BC TELECOM and 
TELUS as at September 30, 1998 and the pro forma combined consolidated capitalization of BCT. TELUS as at 
September 30, 1998. This table should be read in conjunction with the BC TELECOM and TELUS unaudited 
interim comparative consolidated financial statements attached to this Joint Circular in Appendix G and H, 
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respectively, and BCT.TELUS pro forma unaudited consolidated financial statements (including the notes 
thereto) attached to this Joint Circular in Appendix I: 


BCT.TELUS Pro Forma Combined Consolidated Capitalization 


(in millions of dollars) 


(unaudited) 
September 30, 1998 Pra (arma September 30, 1998 
BC TELECOM TELUS Adjustments BCT.TELUS 
Indebtedness 

rain NGeDICONCSS yy Sains ete alite’ sorta iste — 32.8 (32.8) — 
DONE GUC WITDINFONO VEAL oo: state ielntete’s ute ‘n'a tee 477.5 283.2 760.7 
BAMOOLCEIN. CCD SA Actimirehs. « esagowansrat yr otencts te nonstetasene 1,054.5 678.8 1,733.3 
SRR TUUCIUIIC ASSCIS coe ess ro sce; te «te — (i271) (122.1) 
Total debt, net of sinking fund assets........... T5320 SWE (32.8) 2,371.9 


Shareholders’ equity 
Common equity 
Capital stock 
Common shares: 
BC TELECOM issued and outstanding 
(unlimited shares authorized): 
WLAN OO W isi fahe. Shae gin ne, tuaele See 1,206.8 -— (1,206.8) — 
TELUS issued and outstanding (unlimited 
shares authorized): 
AAS IDA TO: WHEE US TROP SPD. — S65: Oie(4,563:1) — 
BCT.TELUS issued and outstanding 
(1,000,000,000 shares authorized)”: 
Eh 4S 1 pe foteetn ae tetinmen at aout: — — 2,077.4 2,077.4 
Non-Voting Shares: 
BCT.TELUS issued and outstanding 
(1,000,000,000 shares authorized): 


Ae ae ade Accra hh s hori eatin — — 692.5 692.5 
Retained Gariingsesho ste Gites ce Adurce « 677.0 780.4 (52.0) 1,405.4 
ODL OUCEO SULDIUS wees fu wis te opiate os = eaniusl s Us — Wes) 
MofaloeOmMoOny equity: Wy... Kd pier: Gheaces: wom shee 1,891.1 2,343.5 (52.0) 4,182.6 
Preference and preferred shares 
BC TEL Preference and preferred shares, 
Cumulative. Whe Powis © SOIC SO Si 2akaie die, 69.7 — — 69.7 
BCT.TELUS First preferred (1,000,000,000 shares 
authorized) hry. oer -wiker tar of thels Cferge — — — — 
BCT.TELUS Second preferred (1,000,000,000 
Shiethes ATED OTIZEC ) gb sta.s are schon A ach james hckactas — — — — 
otal Preference and preterred shares «7.4%... om 69.7 — —_— 69.7 
Motale sharchorders seQuyty ease clas pee ress oe lita 1,960.8 2,343.5 (52.0) 4,252.3 
Totawedpmalizamoner. sit Mave. tbe. Pek, lt sceereteeeons 3,492.8 3,216.2 (84.8) 6,624.2 


Notes and assumptions: 
(1) Pro forma bank indebtedness has been netted against pro forma cash and short-term investments. 
(2) Excludes common shares issuable upon the exercise of stock options. 


(3) BC TELECOM and TELUS outstanding shares converted at 0.75 times the respective share exchange ratios and excludes 
2,227,988 common shares issuable upon the exercise of stock options. 


(4) BC TELECOM and TELUS outstanding shares converted at 0.25 times the respective share exchange ratios and excludes 742,651 non- 
voting shares issuable upon the exercise of stock options. 


(5) Includes $52.0 million in costs for completing the Arrangement. 
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Stock Options 


The following table indicates the number of BCT. TELUS Common Shares and BCT.TELUS Non-Voting 
Shares that will be under option by the proposed directors and executive officers as a group and others upon the 
Arrangement becoming effective. 


Number of 
Number of BCT.TELUS 
BCT.TELUS Non-Voting 
Common Shares Shares under 
Group under Option Option 
Directors Qi. 24 gah oo Se eae eS, Se ies aid he 274,410 91,468 
Excetitivel Officers 68 eae eee 05 Oe eR Set pare ge 420,832 140,274 
Others@petiai. etene THe. FSAI Ve BREE ho). ae eee 1,529,113 509,698 


Notes: 


(1) Includes 15 of the 16 proposed directors of BCT.TELUS referred to under the heading “Directors”. George K. Petty’s options are 
included under Executive Officers. 


(2) Includes the eight proposed executive officers of BCT.TELUS referred to under the heading “Executive Officers”. 
(3) Includes 249 additional officers and employees of BCT.TELUS and its subsidiaries, upon the Arrangement becoming effective. 


(4) Exercise prices will be confirmed upon the Arrangement becoming effective. See ““The Effect of the Arrangement on Shareholdings — 
Option Exchange”. 


(5) No market values of the securities under option are available as the BCT.TELUS Common Shick and BCT.TELUS Non-Voting Shares 
are currently not listed or posted for trading. 


(6) Expiry dates are not determinable as change of control provisions may trigger acceleration in certain options. 


Pro Forma Interest and Asset Coverage 


The following pro forma asset coverage ratio has been calculated as at September 30, 1998 based on 
BCT.TELUS pro forma unaudited combined consolidated financial information. The pro forma interest 
coverage ratio has been calculated based on the twelve months ended September 30, 1998. 


BCT.TELUS 
September 30, 1998 
Pro 'Formia ‘Interest Coverage’ «295. 38 eS), CORR TOG SNRs VE Be) SRR weenie 5.0 
Pro Forma Net Tangible Asset Coverage: 
Per $1,000 principal amount of long-term debt (before deduction of recorded deferred 


INCOME taxes). « sxsae Mave ude. Mw eae pk ana cee a ean ea te 2.6 
Per $1,000 principal amount of long-term debt (after deduction of recorded deferred 
INCOME AXES) 5: ign te sn Rte Mech ads, bce eS Rees Shs geen ani Sits Mier ee Re 2.6 


Memorandum and Articles of BCT. TELUS 


This summary of the Memorandum and Articles of BCT.TELUS is qualified in its entirety by reference to the 
full text of such Memorandum and Articles which is attached and contained in Appendix B. 


Share Capital and Rights of Conversion 


The authorized capital of BCT.TELUS will consist of 4,000,000,000 shares divided into 1,000,000,000 
Common Shares without par value, 1,000,000,000 Non-Voting Shares without par value, 1,000,000,000 First 
Preferred Shares without par value and 1,000,000,000 Second Preferred Shares without par value. Immediately 
prior to the Effective Date there will be three Common Shares issued and outstanding. One Common Share will 
be held by BC TELECOM and two Common Shares will be held by TELUS. These three Common Shares will 
be cancelled as part of the Arrangement. See “Details of the Arrangement and Related Transactions — 
Arrangement Steps”. 
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The following is a summary of the material provisions of the share capital of BCT.TELUS: 


Common Shares and Non-Voting Shares Without Par Value. Subject to the prior rights of the holders of 
First Preferred Shares and Second Preferred Shares, the Common Shares and the Non-Voting Shares are 
entitled to participate equally with each other with respect to the payment of dividends and the right to 
participate in the distribution of assets of BCT.TELUS on the liquidation, dissolution or winding up 
of BCT.TELUS. 


Neither the Common Shares nor the Non-Voting Shares can be subdivided, consolidated, reclassified or 
otherwise changed unless the other class is changed in the same manner. 


The holders of the Common Shares are entitled to receive notice of, attend, be heard and vote at any 
general meeting of the members of BCT.TELUS on the basis of one vote per Common Share held. The holders 
of Non-Voting Shares are entitled to receive notice of, attend and be heard at all general meetings of the 
members of BCT.TELUS and are entitled to receive all notices of meetings, information circulars and other 
written information from BCT.TELUS that the holders of Common Shares are entitled to receive from 
BCT.TELUS, but are not entitled to vote at such general meetings unless otherwise required by law. See 
“Details of the Arrangement and Related Transactions — Comparisons between the BCCA and each of the 
CBCA and the ABCA’, 


In order to ensure that the holders of the Non-Voting Shares can participate in any offer which is made to 
the holders of the Common Shares (but is not made to the holders of Non-Voting Shares on the same terms), 
which offer must by reason of applicable securities legislation or the requirements of a stock exchange on which 
the Common Shares are listed be made to all or substantially all the holders of Common Shares who are in any 
province of Canada to which the requirement applies (an “Exclusionary Offer”), each holder of Non-Voting 
Shares will, for the purposes of the Exclusionary Offer only, be permitted to convert all or part of the 
Non-Voting Shares held into an equivalent number of Common Shares during the applicable conversion period. 
In certain circumstances (namely, the delivery of certificates, at specified times, by holders of 50% or more of 
the issued and outstanding Common Shares to the effect that they will not, among other things, tender to such 
Exclusionary Offer or make an Exclusionary Offer), these conversion rights will not come into effect. 


If the Telecommunications Act and the regulations thereunder are changed so that there is no restriction on 
any non-Canadians holding Common Shares, holders of Non-Voting Shares will have the right to convert all or 
part of their Non-Voting Shares into Common Shares on a one for one basis, and BCT.TELUS will have the 
right to require holders of Non-Voting Shares who do not make such an election to convert such shares into an 
equivalent number of Common Shares. 


BCT.TELUS will provide notice to each holder of Common Shares before a general meeting of members at 
which holders of Non-Voting Shares will be entitled to vote as a class. In such event, holders of Common Shares 
will have the right to convert all or part of their Common Shares into Non-Voting Shares on a one for one basis 
provided and to the extent that BCT.TELUS and its subsidiaries remain in compliance with the foreign 
ownership provisions of the Telecommunications Act and the regulations thereunder. 


The Common Shares are subject to constraints on transfer to ensure BCT.TELUS ongoing compliance with 
the foreign ownership provisions of the Telecommunications Act and the regulations thereunder. As well, holders 
of Common Shares will have the right, if approved by the Board of Directors of BCT.TELUS, to convert 
Common Shares into Non-Voting Shares in order that BCT.TELUS be in compliance with the foreign ownership 
provisions of the Telecommunications Act and the regulations thereunder. 


The Articles and the capital of BCT.TELUS can be amended by special resolution as defined in the Articles 
and BCCA. In addition, the BCCA provides for other specific matters that require approval by special 
resolution. See “Details of the Arrangement and Related Transactions — Comparisons between the BCCA and 
each of the CBCA and ABCA — Special Resolutions”. 


In all other respects, each Common Share and each Non-Voting Share have the same rights and attributes. 


First Preferred Shares. The First Preferred Shares may be issued from time to time in one or more series, 
each series comprising the number of shares, and having attached thereto the designation, rights, privileges, 
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restrictions and conditions which the Board of Directors of BCT. TELUS determines by resolution and subject to 
filing an amendment to the Memorandum and Articles of BCT. TELUS. No series of First Preferred Shares may 
have attached thereto the right to vote at any general meeting of BCT.TELUS or the right to be convertible into 
or exchangeable for Common Shares of BCT.TELUS. Except as required by law, the holders of the First 
Preferred Shares as a class are not entitled to receive notice of, attend or vote at any meeting of the members of 
BCT.TELUS. The First Preferred Shares rank prior to the Second Preferred Shares, Common Shares and 
Non-Voting Shares with respect to priority in payment of dividends and in the distribution of assets in the event 
of liquidation, dissolution or winding up of BCT.TELUS. 


Second Preferred Shares. The Second Preferred Shares may be issued from time to time in one or more 
series, each series comprising the number of shares, and having attached thereto the designation, rights, 
privileges, restrictions and conditions, which the Board of Directors of BCT.TELUS determines by resolution 
and subject to filing an amendment to the Memorandum and Articles of BCT.TELUS. No series of Second 
Preferred Shares may have attached thereto the right to vote at any general meeting of BCT.TELUS or the right 
to be convertible into or exchangeable for Common Shares of BCT.TELUS. Except as required by law, the 
holders of the Second Preferred Shares as a class are not entitled to receive notice of, attend or vote at any 
meeting of the members of BCT.TELUS. The Second Preferred Shares rank, subject to the prior rights of the 
holders of the First Preferred Shares, prior to the Common Shares and Non-Voting Shares with respect to 
priority in payment of dividends and in the distribution of assets in the event of liquidation, dissolution or 
winding up of BCT.TELUS. 


Cumulative Voting 


Cumulative voting is a mechanism which permits proportional board representation of significant 
shareholder minorities. In the absence of cumulative voting a shareholder is entitled to cast one vote for each 
share held. Under cumulative voting, directors are elected through a rule that permits a sufficiently large 
minority to win one or more seats. For each voting share held, a shareholder will receive votes equal to the 
number of directors to be elected (i.e., 16 votes), and may cast all votes in favour of one candidate or distribute 
the votes among the candidates as the shareholder chooses. The greater the number of directors to be elected, 
the smaller the minority shareholding necessary to elect one director. The Articles of BCT.TELUS provide for 
cumulative voting. Based on the anticipated shareholding of Anglo-Canadian in BCT.TELUS on completion of 
the Arrangement, GTE will have the ability to elect at least four directors of BCT.TELUS. Neither 
BC TELECOM nor TELUS have cumulative voting provisions contained in their Articles. 


President and Chief Executive Officer 


For 10 years following the Effective Date and not more than once in any 12 month period, any four 
directors of BCT.TELUS may give notice that they have lost confidence in the President and Chief Executive 
Officer, who shall be removed 30 days thereafter unless at least 75% of the directors, excluding the President 
and Chief Executive Officer, attending and voting at a meeting, vote to retain the President and Chief 
Executive Officer. Any replacement President and Chief Executive Officer must be approved by a favourable 
vote of at least 75% of the directors attending and voting at a meeting, excluding the current President and Chief 
Executive Officer. 


Ownership and Voting Restrictions 


Under current law, non-Canadian shareholders may not beneficially own or control in aggregate more than 
33%% of the issued and outstanding BCT.TELUS Common Shares. In order to comply with this ownership 
requirement, BCT.TELUS may refuse to: (i) accept any subscription for voting shares from any non-Canadian; 
(ii) issue any voting shares to any non-Canadian; (iii) register or otherwise recognize the transfer of any voting 
shares from any Canadian to any non-Canadian; or (iv) purchase or otherwise acquire any voting shares. 


In the event of a contravention of this ownership requirement such that more than 33/43% of the voting 
shares are beneficially owned or controlled by non-Canadians, BCT.TELUS may require certain non-Canadian 
registered holders of the voting shares in excess of 334% of the issued and outstanding voting shares in 
BCT.TELUS to dispose of their voting shares (the “excess voting shares”) or, if approved by the Board of 
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Directors, to convert the excess voting shares to BCT.TELUS Non-Voting Shares, and BCT.TELUS may 
suspend all rights of the holders of the excess voting shares so that the proportion of voting shares beneficially 
owned and controlled by non-Canadians and with respect to which voting rights are not suspended, is reduced to 
not more than 334% of the issued and outstanding voting shares of BCT.TELUS. 


Registered holders subject to the requirement to dispose of their voting shares or whose voting rights are 
suspended will be chosen on the basis of reverse order to the order of registration of all non-Canadians. For the 
purpose of determining the excess voting shares, if any, on the Effective Date as part of the Arrangement, the 
date of registration of those excess voting shares of non-Canadian shareholders will be the date non-Canadian 
shareholders were registered with either BC TELECOM or TELUS with certain exceptions as provided in 
the Articles. 


In the event that a non-Canadian shareholder fails to sell or convert the excess voting shares as required, 
BCT.TELUS may sell such shares on behalf of the holder on the principal stock exchange on which such shares 
are traded or, under certain circumstances, may convert, repurchase or redeem the excess voting shares. The net 
proceeds of the sale (less certain administrative fees) shall be made payable to the registered holder of the 
excess voting shares. 


These provisions are designed to ensure compliance by BCT.TELUS with the Canadian 
Telecommunications Common Carrier Ownership and Control Regulations pursuant to the Telecommunications 
Act. 


Stock Option Plans 


The obligations of the BC TELECOM Stock Option Plans and the obligations of the TELUS Stock Option 
Plans with respect to outstanding options under such Plans will be assigned to and assumed by BCT.TELUS as a 
result of the Arrangement. See “Stock Options”. It is anticipated that after the Effective Date, the Board of 
Directors of BCT.TELUS will implement new stock option plans, subject to applicable shareholder and 
regulatory approvals, to cover options to be granted after the Effective Date. 


Dividend Reinvestment and Share Purchase Plan 


It is anticipated, subject to Board of Directors approval and necessary regulatory approvals, that 
BCT.TELUS will implement a dividend reinvestment and share purchase plan similar to the plans currently in 
place for BC TELECOM and TELUS. The BCT.TELUS plan will permit eligible registered holders of 
BCT.TELUS Common Shares and BCT.TELUS Non-Voting Shares to purchase additional BCT.TELUS 
Common Shares by reinvesting their cash dividends and by making optional cash payments. For participants in 
the BC TELECOM dividend reinvestment and share purchase plan and TELUS dividend reinvestment and 
share purchase plan, as of the Effective Date, the BC TELECOM Shares and TELUS Common Shares, as the 
case may be, held in the participants’ accounts will be exchanged for BCT. TELUS Shares in accordance with the 
terms of the Arrangement. Such participants will continue as members of the new BCT.TELUS plan without 
further action. 


Employee Share Purchase Plans 


After the Effective Date, it is anticipated that the Board of Directors of BCT.TELUS will implement a new 
employee share purchase plan, subject to all necessary approvals. For participants in the BC TELECOM and 
TELUS Plans, as of the Effective Date, the BC , TELECOM Common Shares and TELUS Common Shares, as 
the case may be, held in the participants’ accounts will be exchanged for BCT.TELUS Shares in accordance with 
the terms of Arrangement. Such participants will continue as members of the new BCT.TELUS plan without 
further action. 
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DETAILS OF THE ARRANGEMENT AND RELATED TRANSACTIONS 
The Arrangement Agreement 


BC TELECOM and TELUS have agreed to the Arrangement and have entered into the Arrangement 
Agreement effective October 27, 1998. Each Party has agreed to use all reasonable efforts to secure all required 
approvals. Certain terms of the Arrangement Agreement are summarized below. The summary below is 
qualified in its entirety by the text of the Arrangement Agreement (including all schedules attached thereto) 
which is contained in Appendix B to this Joint Circular. 


In the Arrangement Agreement, each of BC TELECOM and TELUS provided mutual representations and 
warranties regarding certain customary commercial matters, including corporate, legal and other matters 
relating to their respective businesses. Each of BC TELECOM and TELUS also agreed that until the Effective 
Date, it would (and would cause each of its subsidiaries to) carry on business in the ordinary course and use its 
reasonable best efforts to preserve intact its business and goodwill. 


Pursuant to the Arrangement Agreement, until the Effective Date, each Party has agreed, subject to certain 
exceptions, not to solicit offers relating to the acquisition or disposition of any of its common shares or any sale 
of all or a significant part of its assets or any reorganization or other similar transaction involving such Party or 
any of its subsidiaries (subject to limited exceptions relating to fiduciary duties of the Board of Directors of each 
of BC TELECOM and TELUS). 


The obligations of each Party to complete the transactions contemplated in the Arrangement Agreement 
are subject to the fulfillment or waiver by one or both of BC TELECOM and TELUS, as the case. may be, on or 
before the Effective Date of certain conditions, including the following: (i) receipt of certain regulatory 
approvals required for the completion of the Arrangement; (ii) approval of the respective Special Resolutions in 
accordance with the Interim Orders; (iii) receipt of the Final Orders in form and substance satisfactory to the 
parties; (iv) reaffirmation by the auditors of each Party of opinions relating to the accounting treatment of the 
Arrangement; (v) the Arrangement Agreement not having been terminated, as described below; (vi) each Party 
performing each of its obligations and each representation and warranty being true except for such breaches 
which individually or in the aggregate would not materially adversely affect the other Party or materially impede 
the completion of the Arrangement; and (vii) there being no change, effect, event, occurrence or change in state 
of facts which has had, will have, or in the reasonable judgment of either Party has or would reasonably be 
expected to have, a material adverse effect (as defined in the Arrangement Agreement) on either Party. 


Each Party has agreed that it would immediately pay the other Party $130 million plus certain expenses if: 
(i) the Board of Directors of the applicable Party has withdrawn, qualified or changed any of its 
recommendations or determinations in respect of the Arrangement in a manner adverse to the other Party; (ii) a 
bona fide Acquisition Proposal (as such term is defined in the Arrangement Agreement), is publicly announced, 
proposed, offered, or made to the applicable Party or its shareholders, and they accept that proposal or that 
proposal has not expired or been withdrawn at the time of the respective Party’s meeting and the shareholders 
do not approve the Arrangement; or (iii) any person (or group of persons acting in concert), except GTE in the 
case of BC TELECOM, acquires more than 10% of the common shares of a Party on or before the Effective 
Date, and as a result thereof or in connection therewith certain conditions are not satisfied and the 
Arrangement is as a result not completed and further, that such person (or group of persons acting in concert), 
within 12 months of the date of termination of the Arrangement Agreement either: (a) acquires, whether by way 
of an Acquisition Proposal or otherwise, additional shares of the other Party such that such person (or group of 
persons acting in concert) then holds more than 40% of the then issued and outstanding shares; or (b) completes 
or agrees with that Party to complete a merger, amalgamation, business combination or sale of material assets 
involving that Party or any material subsidiaries of that Party. Each of the above is referred to as a 
Payment Event. 


The Arrangement Agreement may be terminated, subject to certain conditions, by a Party in certain 
circumstances, including: (i) the occurrence of a Payment Event, provided that in the case of a bona fide 
Acquisition Proposal that has not been accepted and that has not expired or been withdrawn at the time of the 
Meeting, the Arrangement Agreement may not be terminated unless the other Party’s shareholders do not 
approve the Arrangement; (ii) subject to curative provisions, if the conditions precedent in favour of that Party 
are not satisfied; and (iii) the acceptance by either Party of an Acquisition Proposal. 
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Compensation and Option Agreements 


In connection with the Arrangement Agreement, BC TELECOM and TELUS have entered into reciprocal 
Compensation and Option Agreements, granting to the other Party the right to acquire, under certain 
circumstances, up to 19.9% of its outstanding common shares at a price per common share equal to $42.40 for 
each BC TELECOM Common Share and $32.50 for each TELUS Common Share. The options would become 
exercisable by the grantees in connection with the termination of the Arrangement Agreement, in circumstances 
where the $130 million payment is payable by the other Party. In all circumstances, BC TELECOM and TELUS 
have the ability to elect to pay or receive cash in lieu of issuing shares. The cash payment on profit realized 
under either option is limited to a maximum of $60 million and is calculated by multiplying the number of 
common shares subject to the option by the “‘spread” (the excess over the exercise price of the higher of: (i) the 
weighted average of the shares trading on the TSE for the 10 trading days prior to the decision by the grantor or 
grantee of the option to monetize the option; and (ii) the highest price offered in a competing proposal). 


The total proceeds which a Party may receive from a Compensation and Option Agreement and a monetary 
payment are limited to $190 million plus certain expenses. 


Arrangement Steps 


The Arrangement is to be effected by a number of steps. A complete description of the steps required to 
effect the Arrangement is set forth in the Plan of Arrangement annexed as Schedule A to the Arrangement 
Agreement. See Appendix B to this Joint Circular which contains the Arrangement Agreement. 


The following are the principal steps required to effect the Arrangement: 


1. (a) TELUS Common Shareholders (other than TELUS Taxable Exchange Shareholders or TELUS 
Dissenting Shareholders (as defined in the Plan of Arrangement)) shall dispose of: (i) 75% of 
their TELUS Common Shares to BCT.TELUS in exchange for BCT.TELUS Common Shares on 
the basis of the TELUS Exchange Ratio; and (ii) 25% of their TELUS Common Shares to 
BCT.TELUS. in exchange for BCT.TELUS Non-Voting Shares on the basis of the TELUS 
Exchange Ratio; and 


(b) TELUS Taxable Exchange Shareholders shall dispose of: (i) 75% of their TELUS Common Shares 
to AcquisitionCo. in exchange for BCT.TELUS Common Shares on the basis of the TELUS 
Exchange Ratio; and (ii) 25% of their TELUS Common Shares to AcquisitionCo. in exchange for 
BCT.TELUS Non-Voting Shares on the basis of the TELUS Exchange Ratio; 


2. (a) BC TELECOM Common Shareholders (other than BC TELECOM Taxable Exchange 
Shareholders or BC TELECOM Dissenting Shareholders (as defined in the Plan of 
Arrangement)) shall dispose of: (i) 75% of their BC TELECOM Common Shares to BCT. TELUS 
in exchange for BCT.TELUS Common Shares on the basis of the BC TELECOM Exchange 
Ratio; and (ii) 25% of their BC TELECOM Common Shares to BCT.TELUS in exchange for 
BCT.TELUS Non-Voting Shares on the basis of the BC TELECOM Exchange Ratio; and 


(b) BC TELECOM Taxable Exchange Shareholders shall dispose of: (i) 75% of their BC TELECOM 
Common Shares to AcquisitionCo. in exchange for BCT.TELUS Common Shares on the basis of 
the BC TELECOM Exchange Ratio; and (ii) 25% of their BC TELECOM Common Shares to 
AcquisitionCo. in exchange for BCT.TELUS Non-Voting Shares on the basis of the 
BC TELECOM Exchange Ratio; 


3. In consideration for the issuance by BCT.TELUS of BCT.TELUS Common Shares and BCT.TELUS 
Non-Voting Shares to TELUS Taxable Exchange Shareholders and BC TELECOM Taxable Exchange 
Shareholders, AcquisitionCo. will issue 9,999,999 AcquisitionCo. common shares to BCT.TELUS; 


4, Each of the outstanding options to acquire TELUS Common Shares will be converted into an option to 
purchase: (i) the number of BCT.TELUS Common Shares determined by multiplying the number of 
TELUS Common Shares subject to such option by 75% of 0.7773; and (ii) the number of BCT. TELUS 
Non-Voting Shares determined by multiplying the number of TELUS Common Shares subject to such 
option by 25% of 0.7773, with the exercise price for each BCT.TELUS share equal to the amount 
determined by dividing the exercise price per TELUS Common Share by 0.7773; 
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5. Each of the outstanding options to acquire BC TELECOM Common Shares will be converted into an 
option to purchase: (i) the number of BCT.TELUS Common Shares determined by multiplying the 
number of BC TELECOM Common Shares subject to such option by 75%; and (ii) the number of 
BCT.TELUS Non-Voting Shares determined by multiplying the number of BC TELECOM Common 
Shares subject to such option by 25%, with the exercise price for each BCT.TELUS share equal to the 
exercise price per BC TELECOM Common Share; 


6. The one BCT.TELUS Common Share owned by BC TELECOM and the two BCT. TELUS Common 
Shares then owned by TELUS shall be cancelled; 


7. AcquisitionCo. shall be wound up and dissolved in accordance with subsection 88(1) of the Tax Act and 
the provisions of the CBCA and, in connection with and as a consequence of the wind up, all of the 
assets, rights and properties of AcquisitionCo., including the BC TELECOM Common Shares and the 
TELUS Common Shares, will be distributed, transferred and conveyed to BCT.TELUS so that 
BCT.TELUS shall be the registered and beneficial owner of all BC TELECOM Common Shares and 
TELUS Common Shares and all the liabilities and obligations of AcquisitionCo. will be assumed by 
BCT.TELUS; and 


8. BC TELECOM shall be wound up and dissolved in accordance with subsection 88(1) of the Tax Act 
and the provisions of the CBCA and, in connection with and as a consequence of the wind up, all of the 
assets, rights and properties of BC TELECOM will be assigned and transferred to BCT. TELUS and all 
the liabilities and obligations of BC TELECOM will be assumed by BCT.TELUS. 


Procedures for the exchange of Shares are set out in “Procedures for Exchange of Share Certificates”. 


Comparisons between the BCCA and each of the CBCA and the ABCA 


BC TELECOM is incorporated under and governed by the CBCA and TELUS is incorporated under and 
governed by the ABCA. BCT.TELUS is incorporated under and is governed by the BCCA. 


The following is a summary of some of the important differences between the BCCA and each of the CBCA 
and the ABCA. This summary is not definitive or exhaustive. Shareholders should refer to the full text of the 
relevant provisions of the BCCA, CBCA and ABCA or should consult their legal advisors. 


Special Resolutions 


Under the BCCA, a special resolution means a resolution: (i) passed by a majority of not less than 75% of 
the votes cast by those shareholders of a company who, being entitled to do so, vote in person or by proxy at a 
general meeting of the company; or (ii) consented to in writing by every shareholder of a company who would 
have been entitled to vote in person or by proxy at a general meeting of the company. 


Under the CBCA and ABCA, a special resolution means a resolution passed by a majority of at least 664% 
of the votes cast by the shareholders who voted in respect of that resolution or signed by all the shareholders 
entitled to vote on that resolution. 


Under the BCCA, a special resolution is required for a company to complete certain transactions which 
only require an ordinary resolution (a majority of votes cast by shareholders) under the CBCA and ABCA, 
including: (i) to give financial assistance in certain circumstances; and (ii) with court approval, to reduce 
its capital. 


Plans of Arrangement and Amalgamations 


The BCCA requires a special resolution by shareholders to approve an arrangement. In addition, for 
certain arrangements the BCCA requires approval by a majority of votes cast by shareholders of reporting 
(public) companies excluding shareholders: (i) who are affiliates of the company; (ii) that will, as a result of the 
arrangement, be entitled to consideration for each share greater than that available to other shareholders of the 
same class; and (iii) who effectively control (alone or in combination with others) the company and who entered 
into an understanding to support the arrangement prior to notice of the shareholders meeting to approve the 
arrangement. The CBCA and ABCA only require such resolution by shareholders as may be directed by the 
court to approve an arrangement. 
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The BCCA requires court approval in respect of the adoption of an amalgamation agreement within six 
days to two months of the adoption of the agreement. There are three methods to effect amalgamations under 
the CBCA and ABCA. One method involves court approval by way of an arrangement. The second method does 
not require court approval, but provides a process to be followed, including shareholder approval, required 
terms of the amalgamation agreement, and class votes. The third method under the CBCA and ABCA provides 
for vertical and horizontal short-form amalgamations which does not require court or shareholder approval. 


Voting Rights 


Under the BCCA, unless the articles otherwise provide, every shareholder has one vote in respect of each 
share held by the shareholder. The Articles of BCT.TELUS do not provide the right to vote to holders of the 
BCT.TELUS Non-Voting Shares unless otherwise required by law. However, shareholders holding issued shares 
not otherwise entitled to vote are entitled to vote on any proposal which would prejudice or interfere with any 
right or special right attached to such shares and on amalgamations. 


Under the CBCA and the ABCA, unless the articles otherwise provide, each share of a corporation entitles 
the holder of it to one vote at a meeting of shareholders. Whether or not a share otherwise carries. the right to 
vote, each share carries the right to vote not only on proposals to amend the articles in a manner which affects 
that class and on amalgamations but also on: (i) a sale, lease or exchange of all or substantially all the property 
of a corporation other than in the ordinary course of business; and (ii) continuance of a corporation into another 
jurisdiction. 


Dissent Rights 


Under the BCCA, dissent rights procedures must be strictly followed and the dissent rights expire at certain 
times if procedures are not followed. 


A dissenting shareholder must exercise that shareholder’s right of dissent by delivering a notice in 
prescribed form with the share certificates representing that shareholder’s shares within 14 days after a company 
or liquidator, as the case may be, gives notice of intention to act on the authority of a special resolution which 
gives rise to the right to dissent. Upon exercising dissent rights, a dissenting shareholder is bound to sell that 
shareholder’s shares to the company. A dissenting shareholder may not withdraw the requirement to purchase 
the shares unless the company consents. The dissenting shareholder’s rights as a shareholder cease upon 
exercising that shareholder’s dissent rights. 


A shareholder’s dissent rights expire, if not acted upon, two days before the meeting at which a special 
resolution is to be passed or approval is to be sought in respect of any of the following matters: (i) continuation 
of a company into another jurisdiction; (ii) giving financial assistance in connection with an acquisition of shares 
where after such acquisition not less than 90% of the issued shares of each class will be owned; or (iii) the sale, 
lease or other disposition of the whole or substantially the whole of a company’s undertaking. 


A shareholder’s dissent rights expire, if not acted upon, not later than seven days after the passing of the 
special resolution in respect of any of the following matters: (i) alteration of the memorandum by altering any 
restriction on the business carried on by the company or the powers of the company; (ii) amalgamation of the 
company; (iii) conversion of a specially limited company into a company; or (iv) any transfer, sale or 
arrangement which involves the payment or liability for payment of money by shareholders of the company in 
connection with the liquidation or winding-up of the company. 


Dissent rights procedures under the CBCA and ABCA must also be strictly followed but the manner of 
exercise and tendering of shares differs from the BCCA and are described under the headings “BC TELECOM 
Shareholders Rights of Dissent” and “TELUS Shareholders Rights of Dissent” and the relevant sections of the 
CBCA and ABCA have been reproduced as Appendices D and E, respectively. 

Shareholder Proposals 


Under the BCCA, shareholders do not have the right to submit proposals at annual general meetings. 
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Under the CBCA and ABCA, shareholders entitled to vote at an annual meeting of shareholders may 
submit to the corporation notice of any matter that they propose to raise at the meeting and discuss at the 
meeting any matter in respect of which they would have been entitled to submit a proposal. 


Location of Meetings of Shareholders 


Under the BCCA, meetings of shareholders must be held in British Columbia unless otherwise approved by 
the Registrar of Companies (British Columbia). 


Under the CBCA, meetings of shareholders shall be held at a place within Canada as provided in the bylaws 
or, in the absence of such provision, at a place within Canada as determined by the directors. Under the ABCA, 
meetings of shareholders may be held anywhere in Alberta as provided in the bylaws or, in the absence of such 
provision, at any place within Alberta as determined by the directors. If the articles so provide, meetings of 
shareholders may be held outside of Alberta at one or more of the places specified in the articles. 


Election and Removal of Directors 


Under the BCCA, the shareholders may remove directors by special resolution (see the relevant definition 
of special resolution above) and shareholders holding 10% or more of the voting shares may nominate directors 
and require the nominees to be included in the company’s proxy circular for the election of directors. 


Under the CBCA and ABCA, shareholders may remove directors by ordinary resolution at a 
special meeting. 


Standing to Bring Derivative Actions/Oppression Actions 


Under the BCCA, the ability to obtain standing to bring an oppression action or derivative action is 
potentially narrower than under the CBCA and ABCA as the class of complainants does not expressly include 
former security holders, directors, officers, former officers of the company and their affiliates but rather leaves it 
to the discretion of the court to determine if a person is a “proper person” to bring an application. 


Voting Agreement 


Pursuant to the Voting Agreement, GTE has agreed to cause Anglo-Canadian to vote its BC TELECOM 
Common Shares in the following manner: (i) in favour of the Arrangement and other transactions contemplated 
in the Arrangement Agreement; (ii) against any action or agreement which would result in a breach of any 
covenant, representation or any other material obligation of BC TELECOM, to its knowledge after due inquiry 
under the Arrangement Agreement; and (iii) against certain actions which would interfere with or materially 
adversely affect the Arrangement or transactions contemplated by the Arrangement Agreement or the Voting 
Agreement (such actions include any change in a majority of the persons who constitute the Board of Directors 
of BC TELECOM, any change in the capitalization of BC TELECOM, or any other material change in 
BC TELECOM’s corporate structure). GTE and Anglo-Canadian have each agreed not to enter into or 
negotiate any agreement or understanding with any person the effect of which would be inconsistent with the 
above provisions. GTE and Anglo-Canadian have agreed not to solicit or encourage the initiation of any 
proposals for the acquisition of Anglo-Canadian’s BC TELECOM Common Shares or concerning a transaction 
involving BC TELECOM or any of BC TELECOM’s material subsidiaries. In the event that GTE or Anglo- 
Canadian receives any such proposal, GTE and Anglo-Canadian shall immediately notify BC TELECOM and 
TELUS of all the particulars of the proposal. 


The obligations of GTE and Anglo-Canadian pursuant to the Voting Agreement are subject to the following 
conditions: 


(a) There is no amendment to the Arrangement Agreement without the written prior consent of GTE, 
such consent not to be unreasonably withheld; 


(b) There is no change from October 27, 1998 of the anticipated tax effects of the Arrangement to GTE, 
being that such transaction will not cause GTE or Anglo-Canadian to recognize a material amount of 
taxable income or otherwise to be subject to tax in a material amount in respect of its shareholdings in 
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BC TELECOM or BCT.TELUS, provided that GTE or Anglo-Canadian shall have used commercially 
reasonable efforts to avoid making the transaction taxable; 


(c) There is no change in any law or accounting rule or interpretation thereof which would result in the 
Arrangement, if completed, causing the proposed merger between GTE and Bell Atlantic not being 
able to be treated as a pooling of interests under United States GAAP; 


(d) GTE is satisfied, acting reasonably, that: (i) any waiver by BC TELECOM of any provision of the 
Arrangement Agreement or Plan of Arrangement for its benefit has not had, and will not have, a 
material adverse effect on GTE, Bell Atlantic, BC TELECOM or BCT.TELUS; (ii) all conditions of 
the Arrangement Agreement in favour of BC TELECOM have been or are likely to be, satisfied; and 
(iii) the terms of any consent or other action of or by a governmental entity required to be obtained by 
BC TELECOM or TELUS in connection with the Arrangement would not reasonably be expected to 
have a material adverse effect on GTE or Anglo-Canadian; and 


(e) Following the Arrangement, those persons who held BC TELECOM Common Shares immediately 
prior to the commencement of the Arrangement will not hold less than 50% of the BCT. TELUS 
Common Shares and the BCT.TELUS Non-Voting Shares issued and outstanding whether or not all 
options and instruments to acquire the BCT.TELUS Common Shares and the BCT.TELUS 
Non-Voting Shares are assumed to have been exercised immediately after the Effective Date and, on 
the assumption that no TELUS Shareholders exercise the right of dissent. 


BC TELECOM and TELUS have agreed not to seek a Final Order or file Articles of Arrangement unless 
GTE, acting reasonably, is satisfied that each of the above conditions has been satisfied. 


GTE and Anglo-Canadian have also agreed that until one year following the termination of the 
Arrangement Agreement they will not: (i) in any manner acquire, agree to acquire or make a proposal or offer 
to acquire any voting securities in TELUS or its affiliates; (ii) propose or offer to enter into any merger or 
business combination involving TELUS or to purchase a material portion of the assets of TELUS and its 
affiliates; (iii) solicit or participate in or join with any person in the solicitation of any proxy to vote or seek to 
influence any person with respect to the voting of any voting securities of TELUS or its affiliates; (iv) otherwise 
act alone or in concert with others to seek to control or to influence the management, Board of Directors or 
policies of TELUS or its affiliates; (v) make any public or private disclosure of any intention or arrangement 
announcing or proposing to do any of the foregoing; or (vi) advise or encourage any of the foregoing or work in 
concert with any other person in respect of the foregoing. 


The Voting Agreement shall terminate upon the earliest of the Effective Date, the termination of the 
Arrangement Agreement, or November 30, 1999. 


Pre-Arrangement Transaction 


Prior to completion of the Arrangement, Anglo-Canadian will, through a series of steps involving 
BC TELECOM, increase the cost base of Anglo-Canadian’s BC TELECOM Common Shares by the amount of 
its “safe income” attributable to those shares for purposes of the Tax Act. This transaction will be subject to 
obtaining an advance income tax ruling. The costs of the transaction, including obtaining the income tax ruling, 
will be borne by Anglo-Canadian and appropriate indemnities will be given to BC TELECOM in respect of 
the transaction. 


If any BC TELECOM Common Shareholder that is a public company is of the opinion that it could benefit 
from accessing the safe income attributable to its shares in a similar fashion, that BC TELECOM Common 
Shareholder should contact the Corporate Secretary of BC TELECOM on or before January 15, 1999. 
BC TELECOM will enter into similar arrangements with that BC TELECOM Common Shareholder if 
appropriate agreements and indemnities between BC TELECOM and that BC TELECOM Common 
Shareholder can be effected on or before January 20, 1999. 
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Relationship between GTE and BCT.TELUS After the Arrangement 


Long-Term Relationship Agreement 
| 
After consummation of the Arrangement, GTE, through Anglo-Canadian, will own | 


47,357,957 BCT.TELUS Common Shares and 15,785,985 BCT.TELUS Non-Voting Shares (the “GTE Shares”), | 
or approximately 26.7% of the outstanding BCT.TELUS Shares (26.4% on a fully diluted basis). Due to this - 
ownership position, GTE has agreed to execute, on or prior to the completion of the Arrangement, the Long- | 
Term Relationship Agreement with BCT.TELUS, which Agreement is attached and contained in Appendix J — _ 
Long-Term Relationship Agreement. This summary of the Long-Term Relationship Agreement is qualified in its _ 
entirety by reference to the full text of such agreement. The Long-Term Relationship Agreement generally: 
(a) limits GTE’s right to (i) acquire additional BCT.TELUS Shares, (ii) transfer or sell BCT.TELUS Shares, and — 
(iii) solicit mergers and other business combinations involving BCT.TELUS; (b) provides for the appointment or — 
nomination of GTE designees as directors of BCT.TELUS proportionate to its then share ownership; and — 
(c) provides for anti-dilution rights for GTE. | 


The following sections describe the provisions of the Long-Term Relationship Agreement in more detail: 


GTE’s Right to Acquire Additional Shares. Without the prior approval of a majority of those directors who 
are neither GTE designees nor members of BCT.TELUS management (the “Independent Directors”), GTE and 
its controlled affiliates are prohibited from acquiring any BCT. TELUS Shares if, as a result, it would beneficially 
own, or exercise direction or control over, directly or indirectly, BCT. TELUS Shares representing: (a) more than 
the percentage of the voting rights attaching to all BCT. TELUS Shares having the right to vote for the election 
of directors generally that GTE and its affiliates hold immediately after the Effective Time plus 7.5%; or 
(b) more than the percentage of BCT.TELUS Shares that GTE and its affiliates hold immediately after the 
Effective Time plus 7.5%. ‘ 


Restrictions on Transfer of BCT.TELUS Shares. Except in certain circumstances, GTE shall not transfer or 
otherwise dispose of any BCT.TELUS Shares, without the prior approval of the majority of the Independent 
Directors, if thereafter GTE and its controlled affiliates would beneficially own, or exercise control or direction 
over, directly or indirectly, BCT. TELUS Shares representing less than 19.9% of the outstanding voting or equity 
BCT.TELUS Shares. Where GTE is allowed to dispose of BCT.TELUS Shares, such disposition is to be by way — 
of a secondary prospectus offering or other means of sale which results in a wide distribution of BCT. TELUS 
Shares. GTE and its affiliates shall be permitted to sell or otherwise dispose of BCT.TELUS Shares: 
(a) pursuant to a take-over bid approved by the BCT.TELUS board or with respect to which the board or a 
majority of the Independent Directors publicly announce their intention to remain neutral; (b) pursuant to an 
offer or pursuant to a business combination made or proposed by a third party and shareholders of BCT. TELUS 
holding in aggregate more than 50% of the aggregate of the BCT.TELUS Shares then outstanding have been 
deposited and not withdrawn, and in the case of a business combination, 50% of the votes are voted in favour of 
such transaction; (c) to one or more wholly owned subsidiaries of GTE or other approved transferees and 
subject to each such subsidiary or transferee agreeing in writing with BCT.TELUS to be bound by the terms of 
the Long-Term Relationship Agreement and GTE or Anglo-Canadian agreeing not to sell or otherwise dispose 
of any of its direct or indirect equity interest in any such subsidiary except to another wholly owned subsidiary 
subject to the same restrictions; or (d) by way of the grant of a security interest to a bona fide lender that agrees 
in writing with BCT.TELUS to be bound by the Long-Term Relationship Agreement. 


Restrictions on Business Combinations. While GTE and Anglo-Canadian will be free to vote their 
BCT.TELUS Shares as they see fit, each of GTE and Anglo-Canadian, in the Long-Ierm Relationship 
Agreement, will agree that it will not, nor will it authorize or permit any of its directors, officers, employees, 
affiliates or agents to, without the prior approval of a majority of the Independent Directors: (a) initiate, solicit 
or invite any discussions or negotiations, or enter into any agreement, provide any confidential information 
concerning BCT.TELUS or otherwise act alone or in concert with any person in order to propose or effect any 
business combination, sale of material assets or material sale of treasury shares or rights or interests in such 
assets or treasury shares involving BCT.TELUS; (b) except in respect of their own nominees, solicit proxies, or 
engage in, participate in, support, induce or provide any encouragement or assistance to any proxy contest with 
the management of BCT.TELUS or its board, or otherwise oppose or solicit or encourage opposition to its 
board in order to propose, consider or effect any of the acts prohibited pursuant to (a) above; or (c) take any 
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action or make any announcement to initiate, encourage or otherwise assist any other person to do or otherwise 
act in concert with any person in order to propose or effect any of the acts prohibited by the foregoing. 


Procedures for Sale of BCT.TELUS Shares. If GTE or its affiliates hold more than the maximum ownership 
of BCT.TELUS Shares, GTE must, on receipt of written notice from a majority of the Independent Directors, 
sell, transfer or dispose of such number of BCT.TELUS Shares so that, following such sale, transfer or 
disposition, GTE and its affiliates are in compliance with the agreement. GTE and its affiliates shall have a 
period of 60 days from the receipt of written notice to effect such sale, transfer or other disposition and 
BCT.TELUS shall prepare a prospectus to effect the sale and enter into and comply with any underwriting 
agreement reasonably requested by GTE. 


Anti-Dilution. If BCT.TELUS determines to issue any shares (or any securities convertible into or 
representing the right or obligation to acquire shares), other than by way of a grant of options to directors, 
officers or employees of BCT.TELUS or its subsidiaries, BCT.TELUS must use its best efforts to provide GTE 
and its affiliates with the right to acquire, from treasury, such number thereof as will enable GTE and its 
affiliates to hold the same percentage of the securities of the class being issued that they held of the 
BCT.TELUS Shares prior to the issuance of such securities, on equivalent terms. Certain anti-dilution rights will 
also apply in respect of subsidiaries of BCT.TELUS. The rights of anti-dilution shall immediately terminate if 
GTE or its affiliates beneficially own, or exercise direction or control over, less than 50% of the percentage of 
outstanding BCT.TELUS Shares that GTE and its affiliates held immediately following the Effective Time. 


GTE’s Nominees to BCT.TELUS Board of Directors. In respect of each meeting of shareholders 
subsequent to the Effective Date at which BCT.TELUS directors are to be elected, GTE or Anglo-Canadian 
shall be entitled to designate a number of GTE designees for nomination. The proportion of GTE designees to 
the total number of BCT.TELUS directors to be elected will be equivalent (rounded up or down as appropriate) 
to the number of voting rights attached to all of the BCT.TELUS Shares beneficially owned, directly or 
indirectly, by GTE or Anglo-Canadian as a proportion of the total number of voting rights attached to all of the 
BCT.TELUS Shares outstanding. The GTE designees will be considered management nominees to the Board of 
Directors and votes in favour will be solicited by management of BCT.TELUS. Assuming 16 directors and 
current ownership levels, GTE will be able to nominate four directors. GTE has designated three of the 
16 proposed directors (Messrs. Masin, Salloum and Canfield). In addition, each committee of the BCT.TELUS 
Board of Directors shall include one GTE designee, except such committees formed after the Effective Date, 
which the Board of Directors determines should be comprised of directors who are independent of GTE or 
Anglo-Canadian or their respective affiliates. 


Termination. The Long-Term Relationship Agreement will terminate on the date that is the tenth 
anniversary of the Effective Date. 


Intellectual Property Agreement 


BC TELECOM and GTE have entered into the binding Heads of Agreement. BCT.TELUS is to become a 
party to the intellectual property arrangements with GTE in place of BC TELECOM and, accordingly, for the 
purposes hereof it is assumed that BCT.TELUS is a party to the Heads of Agreement as of the date hereof. 


The following sections describe key provisions from the Heads of Agreement which will be reflected in the 
Intellectual Property Agreement: 


Software and Other Technology. Subject to existing third party rights, BCT. TELUS has the exclusive right 
to use GTE’s software and other technology in connection with the provision of telecommunications services in 
Canada outside the current operating territory (the “Reserved Territory”) of Le Groupe QuébecTel Inc. 
(“QuébecTel”). BCT. TELUS and QuébecTel have mutually non-exclusive rights to use such software and other 
technology to provide telecommunications services in the Reserved Territory. Technology consists of all present 
and future patents, copyrights, trade secrets and know-how in systems, processes, hardware and software owned 
by GTE and all third party patents, copyrights, trade secrets and know-how licenced or made available to GTE 
which GTE is authorized pursuant to its licences to sublicence or otherwise make available to BCT.TELUS, used 
in providing telecommunications services. Telecommunications services include voice, data, internet, wireless 
(mobile and fixed), broadcasting, video and cable services. Telecommunications services do not include the 
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provision of content for broadcasting, video, cable or internet services, or the sale, publication or provision 
of directories. 


Functional and Consulting Services. GTE has agreed to provide, upon request, certain functional and 
consulting services to BCT.TELUS. Functional services consist of services which provide access to certain GTE 
databases and systems and other operational support services to the extent necessary for providing 
telecommunications services in Canada. Consulting services include technical, marketing, training, support and 
similar assistance to enable BCT.TELUS to provide telecommunications services in Canada and to adapt the 
GTE technology for use in Canada. 


Brand. BCT.TELUS has the exclusive right to use GTE’s trademarks and service marks in connection with 
the provision of telecommunications services in Canada. This right is subject to existing third party rights and to 
GTE’s right to grant an exclusive licence to use such trademarks and service marks to QuébecTel in the Reserved 
Territory in the event BCT.TELUS fails to reach an agreement with QuébecTel respecting the provision of 
telecommunications services in the Reserved Territory. BCT.TELUS will be obligated to use such trademarks 
where it reasonably concludes that such use will enhance shareholder value. 


Co-Marketing. BCT.TELUS and GTE have agreed, subject to existing obligations, to use reasonable 
efforts to provide services and products that are seamless with each other. Each party will use reasonable efforts 
to market to its customers the telecommunications services of the other party in that party’s territory. 


Term. The initial term is for a period of ten years. There is an automatic renewal for five years at the end 
of each term unless written notice to renegotiate is exchanged between the parties two years prior to the end of 
the term. Upon either the expiration or termination of the agreement for any reason, BCT.TELUS will have a 
licence to use the then current technology on a non-exclusive basis, which will allow BCT.TELUS to properly 
manage the transition to new technology. ¥ 


Payments. During the initial term, BCT.TELUS shall make annual payments to GTE of U.S. $45 million 
(Cdn. $67.7 million) in each of the first two years, U.S. $50 million (Cdn. $75.2 million).in each of years three to 
five and, in each of years six to ten, U.S. $35 million (Cdn. $52.6 million) plus two percent of BCT. TELUS 
incremental revenue and certain revenues of third party sub-licensees for each of such years attributable to 
telecommunications services, with the total annual payment not to exceed U.S. $70 million (Cdn. $105 million). 
If the initial term is renewed, then the annual payment after year ten shall be fixed at two percent of such 
incremental revenue. Functional services and consulting services are to be paid by BCT.TELUS on an agreed 
upon usage basis. 


Non-Compete Provisions. GTE has agreed not to compete with BCT.TELUS in the provision of 
telecommunications services in Canada except in certain limited circumstances. BCT.TELUS has agreed not to 
compete with GTE in the provision of telecommunications services in the United States and not to compete with 
GTE outside of Canada and the United States using GTE’s intellectual property, except in certain limited 
circumstances. Each party has agreed to make reasonable efforts to purchase telecommunications services for 
itself and its customers in the other party’s territory from the other party to the fullest extent practicable. Unless 
agreed to otherwise between BCT.TELUS and QuébecTel, for the first ten years, BCT.TELUS will not compete 
with QuébecTel in the provision of telecommunications services in the Reserved Territory using GTE’s 
intellectual property, including trademarks and service marks. 


GTE-Bell Atlantic Merger. GTE has agreed to merge with Bell Atlantic and is pursuing certain 
U.S. regulatory and shareholder approvals. GTE has agreed to use its best efforts to cause Bell Atlantic to grant 
to BCT.TELUS licences to the Bell Atlantic trademarks and technology on the completion of the GTE-Bell 
Atlantic merger. 


Renegotiation. In the event of a significant change of circumstance, including, in the case of BCT. TELUS, 
the failure of GTE to complete its merger with Bell Atlantic or, in the case of GTE, a material acquisition by 
GTE of an owner or provider of technology or other unforeseen circumstances, and such change causes one or 
the other party to be under a substantial disadvantage or the performance of the agreement not to be 
economically viable for one or the other party, then at any time after the end of the fifth year of the initial term 
either party may on a one-time basis only request the other party to renegotiate the material terms and 
conditions of the agreement for the remainder of the initial term. If the parties are unable to agree on the 
appropriate amendments to the agreement, the parties shall refer their dispute to binding arbitration. 
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Stentor Alliance 


Each of the current Annual Information Forms for BC TELECOM and TELUS attached hereto in 
Appendix G and H, respectively, contain disclosure on the Stentor Alliance. The following is a discussion of new 
developments on the reconfiguration of the Stentor Alliance since the filing of the Annual Information Forms. 


On September 18, 1998, Stentor announced a restructuring of the alliance. Commencing, at the earliest, 
January 1, 1999, certain functions which have been carried out by Stentor Resource Centre Inc. and the 
Signature Service Centre, which provides support to large national customers, are to be repatriated by the 
individual member companies. The alliance will concentrate cooperative efforts in an enhanced Stentor 
Canadian Network Management to ensure continuity of service for customers. Although negotiations 
concerning the repatriation of specific functions of Stentor Resource Centre Inc. have not yet been completed, it 
is expected that the functions will be repatriated by the member companies. These functions include long 
distance, data, wholesale, international retail, international sales support, international carrier relations and 
wholesale, regulatory, technology, market research, corporate development and local number portability. 


It is anticipated that the Stentor Alliance will continue to abide by the existing agreements until they are 
amended or terminated in accordance with their terms. Following the transition from the existing agreements, 
competition among the member companies in their core businesses may develop. Bell Canada announced plans 
to launch a new national broadband/internet protocol based communication company in early 1999. The fibre 
optic systems to be acquired from Ledcor and its affiliates, as well as the benefits of the Intellectual Property 
Agreement, will give BCT.TELUS the capabilities to launch a new broadband/internet protocol based business 
and to connect to national networks in the United States, including that of GTE. See “BCT.TELUS 
Communications Inc. — Fibre Acquisition”. 


In December 1998, the Stentor Alliance agreed to wind down the activities of Stentor Telecom Policy Inc. in 
accordance with the terms of the relevant agreements. 


KEY APPROVALS 
Court Approvals 


The Arrangement involving the merger of BC TELECOM and TELUS under the CBCA and the ABCA, 
respectively, requires approval by both the Courts and the shareholders as specified in the Interim Orders. Prior 
to the mailing of this Joint Circular, BC TELECOM and TELUS obtained the Interim Orders providing for the 
calling and holding of the BC TELECOM Meeting and the TELUS Meeting and other procedural matters. 
Copies of the Interim Orders are attached as Appendix C. The Notices of Petition of BC TELECOM and 
TELUS for the Final Orders appear in Appendix K to this Joint Circular. Shareholders should refer to the 
Appendix for more detailed information in respect of the hearings for the Final Orders. 


Subject to the approval of the Arrangement by the BC TELECOM Shareholders and the TELUS 
Shareholders at the respective Meetings, the hearings in respect of the Final Orders are scheduled to take place 
on January 22, 1999 at 9:45 a.m. (Pacific Standard Time) at the Courthouse, 800 Smithe Street, Vancouver, 
British Columbia and on January 21, 1999 at 1:30 p.m. (Mountain Standard Time) in the Alberta Court at the 
Court House, 611 - 4th Street $.W., Calgary, Alberta. All BC TELECOM Shareholders, TELUS Shareholders 
and other interested parties who wish to participate in or be represented or to present evidence or arguments at 
the hearing in respect of the Final Orders must file and serve a notice of appearance as set out in the Notice of 
Petition for the Final Orders and satisfy any other requirements. At the hearings of the application in respect of 
the Final Orders, the Courts will consider, among other things, the fairness of the Arrangement. The Courts may 
approve the Arrangement as proposed or as amended in any manner the Courts may direct, subject to 
compliance with such terms and conditions, if any, as the Courts deem fit. The Final Orders will constitute the 
basis for an exemption from certain requirements under the Securities Act of 1933, as amended, of the United 
States with respect to the securities of BCT.TELUS issued pursuant to the Arrangement and the Courts will be 
so advised. 


Assuming the Final Orders are granted and the other conditions to the Arrangement Agreement are 
satisfied or waived, it is anticipated that the Articles of Arrangement will become effective under the CBCA and 
the ABCA, simultaneously on or about January 31, 1999 to give effect to the Arrangement. 
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Shareholder Approvals 


Pursuant to the Interim Orders, the Courts have directed that the BC TELECOM Shareholders be asked to 
approve the BC TELECOM Special Resolution at the BC TELECOM Meeting and the TELUS Shareholders 
be asked to approve the TELUS Special Resolution at the TELUS Meeting. 


Each Special Resolution must be approved by at least 6674% of the votes cast at the respective Meetings. In 
addition, since Anglo-Canadian owns greater than 50% of the outstanding BC TELECOM Common Shares and 
the Arrangement contemplates the issue of BCT.TELUS Non-Voting Shares, the BC TELECOM Special 
Resolution must be approved by a majority of the votes cast at the BC TELECOM Meeting other than the votes 
cast by Anglo-Canadian. At the BC TELECOM Meeting, each BC TELECOM Common Shareholder and 
BC TELECOM Optionholder will be entitled to vote on the basis of one vote per share held or which may be 
acquired under a BC TELECOM Option Plan, as the case may be, for the purpose of voting upon the 
BC TELECOM Special Resolution. At the TELUS Meeting, each TELUS Common Shareholder and each 
TELUS Optionholder will be entitled to vote on the basis of one vote per share held or which may be acquired 
under a TELUS Option Plan, as the case may be, for the purpose of voting upon the TELUS Special Resolution. 


Regulatory Approvals 


In addition to the approval of BC TELECOM Shareholders, TELUS Shareholders and the Courts, it is a 
condition precedent to the implementation of the Arrangement that certain regulatory approvals be obtained. 
Accordingly, the following approvals have been sought: 


Competition Act 


The Arrangement is a “notifiable transaction” for the purposes of Part IX of the Competition Act. On 
October 30, 1998, TELUS completed its submission and on November 4, 1998, BC TELECOM completed its 
submission of the required short-form pre-merger notification filing to the Competition Director in respect of 
the Arrangement. BC TELECOM and TELUS have asked the Competition Director for a “no-action” letter in 
respect of the Arrangement. On November 10, 1998, BC TELECOM and TELUS jointly filed a further detailed 
competition analysis of the Arrangement with the Competition Director. 


As of the date of this Joint Circular, the applicable waiting period under Part IX of the Competition Act had 
expired but the Competition Director had not issued a “no-action” letter advising that the Competition Director 
will not oppose completion of the Arrangement and will not make an application under the Competition Act in 
respect of the Arrangement. If issued, such letter would not bar the Competition Director from challenging the 
Arrangement at any time up to three years after the Arrangement has been completed. 


CRTC 


There is no requirement for approval by the CRTC in order for the Arrangement to be completed. While 
the CRTC has the discretion to undertake a review following closing of the Arrangement for compliance with 
the Canadian ownership and control requirements contained in the Telecommunications Act, the Arrangement 
has been structured to facilitate compliance with these statutory control requirements so that the regulated 
operating subsidiaries will maintain their eligibility to operate as Canadian carriers. 


Eligibility to operate as Canadian carriers is stipulated in the Canadian ownership and control requirements 
contained in the Telecommunications Act which was proclaimed into force on October 25, 1993. The 
Telecommunications Act implements the policy of Canadian ownership and control of Canadian carriers by 
providing that 80% of the voting shares of a Canadian carrier subject to this legislation must be owned and 
controlled by Canadians and that not less than 80% of the members of a Board of Directors must be Canadians. 


In October 1994, the Canadian Telecommunications Common Carrier Ownership and Control Regulations 
(the “Regulations”) were promulgated under the Telecommunications Act. The Regulations stipulate that: 
(i) each corporate parent of a Canadian carrier (a carrier holding corporation) must own at least 66%4% of the 
issued and outstanding shares of the carrier; (ii) the voting shares of the corporate parent must be at least 6673% 
owned by Canadians and not otherwise controlled by non-Canadians; and (iii) each carrier holding corporation 
must monitor and control the level of foreign ownership in order to maintain its status as a qualified carrier 
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holding corporation. The Regulations give carrier holding corporations the power to elicit information from 
their voting shareholders as to their identity and whether they are Canadian. In addition, under the Regulations, 
carrier holding corporations have the power to refuse to register a transfer of common shares to a 
non-Canadian, to require a non-Canadian to sell voting shares and suspend the voting rights attached to such 
shares, if that persons’ holdings would jeopardize the corporation’s status as a qualified corporation. These 
powers also permit the carrier holding corporation to sell any non-Canadian voting shares on that 
persons’ behalf. 


BC TELECOM and TELUS each monitor the level of non-Canadian ownership of their shares and 
annually inform the CRTC with respect thereto. Following completion of the Arrangement, BCT.TELUS will 
take the steps prescribed by the Regulations and its Articles, if necessary, to satisfy the requirement that the 
voting shares will be at least 66%3% owned by Canadians. BCT.TELUS will be implementing a reservation 
system which will require declarations to be given and reservation numbers obtained on transfers of 
BCT.TELUS Common Shares to ensure non-Canadians do not acquire voting shares in excess of the percentage 
permitted by the Regulations. This system will be similar to that presently used by BC TELECOM. 


The Yelecommunications Act also provides that certain carriers such as BC TEL that did not meet these 
requirements on proclamation, but had operated legally in Canada for many years, would be grandfathered. 
BC TEL, as well as any other members of the BC TELECOM group that operate as Canadian carriers, such as 
BC TEL Mobility Cellular Inc., have been able to maintain their grandfathered status under the 
Telecommunications Act, provided they meet certain prescribed criteria regarding their operating territory and 
their ownership and control. With respect to operating territory, they have been limited to operating within the 
Province of British Columbia or within such greater territory as the federal minister responsible for 
telecommunications may specify. Following the Arrangement, BC TEL and BC TEL Mobility Cellular Inc. will 
no longer be subject to the grandfathering provisions and will no longer be limited to operating within the 
Province of British Columbia. All of the subsidiaries of BCT.TELUS which operate as Canadian carriers will 
then be eligible to operate as Canadian carriers under the Telecommunications Act throughout Canada, subject 
to geographic restrictions contained in wireless licences. 


The Telecommunications Act was recently amended to provide for a licencing regime for providers of basic 
international services. The licencing regime will come into effect on January 1, 1999. It will be necessary for the 
operating subsidiaries of BCT.TELUS to obtain licences if they resell basic international telecommunications 
services or operate telecommunications facilities, whether leased or owned, to transport. international 
telecommunications services. In a decision issued on October 1, 1998, the CRTC set forth the information which 
will be required to obtain such licences and stated that licences will generally be issued as a matter of course 
after 21 days. 


Ownership restrictions for the Canadian broadcasting industry, which apply to TELUS in respect of the 
TELUS Multimedia trial, are determined by the Broadcasting Act. The Broadcasting Act declares, as part of the 
broadcasting policy for Canada, that the Canadian broadcasting system shall be effectively owned and controlled 
by Canadians. To give effect to this policy, the federal cabinet has issued directives to the CRTC, stating that a 
broadcasting licence may not be issued to an applicant that is a non-Canadian or is controlled by a 
non-Canadian. A corporation applying for a broadcasting licence qualifies as being Canadian if 80% or more of 
its directors and voting shareholders are Canadian. A subsidiary corporation qualifies as being Canadian if the 
parent corporation is incorporated in Canada, Canadians beneficially own and control not less than 66%% of the 
voting shares of the parent and the parent corporation does not exercise control over or influence any 
programming decisions of the subsidiary. In order to comply with these requirements, BCT.TELUS will allow 
TELUS Multimedia to operate under the control of the Board of Directors in place immediately prior to the 
Effective Date independent of programming control by its parent TELUS or by BCT.TELUS during the term of 
its broadcasting licence for the TELUS Multimedia Trial, which expires on May 31, 1999. 


Other Conditions Precedent 


The Arrangement is subject to certain other conditions being satisfied including the reaffirmation at the 
Effective Date of the opinions of each of the auditors of BC TELECOM and TELUS regarding the acceptability 
of the pooling of interests method under Canadian GAAP to account for the business combination. See “Details 
of the Arrangement and Related Transactions — The Arrangement Agreement”. 
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PROCEDURES FOR EXCHANGE OF SHARE CERTIFICATES 
Exchange of BC TELECOM Common Shares 


Enclosed with this Joint Circular is a letter of transmittal which, when duly completed and returned by 
BC TELECOM Common Shareholders together with a,certificate(s) for BC TELECOM Common Shares, will 
enable each BC TELECOM Common Shareholder to receive certificates representing the appropriate number 
of BCT.TELUS Common Shares and BCT.TELUS Non-Voting Shares for each BC TELECOM Common 
Share, to which such holder is entitled pursuant to the Arrangement. 


BC TELECOM Common Shareholders are encouraged to deliver a duly completed letter of transmittal 
together with the relevant share certificate(s) to the Depository as soon as possible. If the Arrangement 
proceeds and a letter of transmittal together with the relevant share certificate(s) are delivered to the 
Depository, then the BCT.TELUS Common Share certificate(s) and BCT.TELUS Non-Voting Share 
certificate(s) issuable to a former holder of BC , TELECOM Common Shares will, as soon as practicable, be: 
(i) forwarded to the holder at the address specified in the letter of transmittal by first class mail; or (ii) made 
available at the offices of the Depository for pickup by the holder, if requested by the holder in the letter of 
transmittal. If a letter of transmittal together with the relevant share certificate(s) are received by the Depository 
on or before 5:00 p.m. (local time) on January 18, 1999, the BCT.TELUS share certificates will be forwarded or 
made available within a short period after the Effective Date. Any use of the mail to transmit a certificate(s) for 
BC TELECOM Common Shares and a related letter of transmittal is at the risk of the BC TELECOM Common 
Shareholder. If these documents are mailed, it is recommended that registered mail, with return receipt 
requested, properly insured, be used. BC TELECOM Common Shareholders who do not forward a duly 
completed letter of transmittal and the relevant share certificate(s) prior to January 18, 1999, must, if the 
Arrangement proceeds, submit such letter of transmittal and certificate(s) prior to the sixth anniversary of the 
Effective Date to avoid losing their entitlement to the BCT. TELUS Leh Shares and BCT.TELUS Non-Voting 
Shares to be issued under the Arrangement. 


If the Arrangement proceeds, BC , TELECOM Common Shares will cease to be publicly traded on the last 
business day prior to the Effective Date. After the Effective Date, BC TELECOM Common Share certificates 
will only represent an entitlement to receive certificates evidencing BCT.TELUS Common Shares and 
BCT.TELUS Non-Voting Shares issued under the Arrangement upon surrender of the relevant certificate(s) 
and a duly completed letter of transmittal to the Depository. 


If the Arrangement does not proceed, all certificates representing BC TELECOM Common Shares 
transmitted with a related letter of transmittal will be returned to BC TELECOM Common Shareholders at the 
address specified in the letter of transmittal by first class mail. 


Where a certificate(s) for BC TELECOM Common Shares has been destroyed, lost or mislaid, the 
registered holder of that certificate(s) should immediately contact Montreal Trust Company of Canada 
regarding the issuance of a replacement certificate(s) upon the holder satisfying such requirements as may be 
imposed by BC TELECOM in connection with issuance of the replacement certificate(s), including payment of 
the required lost certificate fee, calculated based on 2% of market value of the BC TELECOM Common Shares 
or the BCT.TELUS Shares, as at and depending on the time of notification, subject to a minimum fee of $20.00. 


Exchange of TELUS Common Shares 


Enclosed with this Joint Circular is a letter of transmittal which, when duly completed and returned by 
TELUS Common Shareholders together with a certificate(s) for TELUS Common Shares, will enable each 
TELUS Common Shareholder to receive certificates representing the appropriate number of BCT.TELUS 
Common Shares and BCT.TELUS Non-Voting Shares for each TELUS Common Share, to which such holder is 
entitled pursuant to the Arrangement. 


TELUS Common Shareholders are encouraged to deliver a duly completed letter of transmittal together 
with the relevant share certificate(s) to the Depository as soon as possible. If the Arrangement proceeds and a 
letter of transmittal together with the relevant share certificate(s) are delivered to the Depository, then the 
BCT.TELUS Common Share certificate(s) and BCT.TELUS Non-Voting Share certificate(s) issuable to a 
former holder of TELUS Common Shares will, as soon as practicable, be: (i) forwarded to the holder at the 
address specified in the letter of transmittal by first class mail; or (ii) made available at the offices of the 
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Depository for pickup by the holder, if requested by the holder in the letter of transmittal. If a letter of 
transmittal together with the relevant share certificate(s) are received by the Depository on or before 5:00 p.m. 
(local time) on January 18, 1999, the BCT.TELUS share certificates will be forwarded or made available within a 
short period after the Effective Date. Any use of the mail to transmit a certificate(s) for TELUS Common 
Shares and a related letter of transmittal is at the risk of the TELUS Common Shareholder. If these documents 
are mailed, it is recommended that registered mail, with return receipt requested, properly insured, be used. 
TELUS Common Shareholders who do not forward a duly completed letter of transmittal and the relevant share 
certificate(s) prior to January 18, 1999, must, if the Arrangement proceeds, submit such letter of transmittal and 
certificate(s) prior to the sixth anniversary of the Effective Date to avoid losing their entitlement to the 
BCT.TELUS Common Shares and BCT.TELUS Non-Voting Shares to be issued under the Arrangement. 


If the Arrangement proceeds, TELUS Common Shares will cease to be publicly traded on the last business 
day prior to the Effective Date. After the Effective Date, TELUS Common Share certificates will only represent 
an entitlement to receive certificates evidencing BCT.TELUS Common Shares and BCT.TELUS Non-Voting 
Shares issued under the Arrangement upon surrender of the relevant certificate(s) and a duly completed letter 
of transmittal to the Depository. 


If the Arrangement does not proceed, all certificates representing TELUS Common Shares transmitted 
with a related letter of transmittal will be returned to TELUS Common Shareholders at the address specified in 
the letter of transmittal by first class mail. 


Where a certificate(s) for TELUS Common Shares has been destroyed, lost or mislaid, the registered 
holder of that certificate(s) should immediately contact Montreal Trust Company of Canada regarding the 
issuance of a replacement certificate(s) upon the holder satisfying such requirements as may be imposed by 
TELUS in connection with issuance of the replacement certificate(s), including payment of the required lost 
certificate fee, calculated based on 2% of market value of the TELUS Common Shares or the BCT.TELUS 
Shares, as at and depending on the time of notification, subject to a minimum fee of $20.00. 


Fractional Shares 


Except as set out below, no fractional BCT. TELUS Common Shares or BCT.TELUS Non-Voting Shares 
will be issued. 


In lieu of the issue of certificates representing fractional BCT. TELUS Common Shares or BCT.TELUS 
Non-Voting Shares, each person, except participants in certain plans, entitled to a fractional interest in a 
BCT.TELUS Common Share or BCT.TELUS Non-Voting Share will receive from BCT.TELUS an amount of 
cash (rounded to the nearest whole cent) equal to the product obtained when such fraction is multiplied by the 
weighted average trading price for BCT.TELUS Common Shares or BCT.TELUS Non-Voting Shares, as the 
case may be, on the TSE for the first three trading days on which the BCT.TELUS Common Shares and 
BCT.TELUS Non-Voting Shares are traded on an issued basis following the Effective Date. Participants in the 
plans as of the Effective Date, shall have their interests, including fractional interests, recorded in their accounts 
on a non-certificated basis. 


EFFECTIVE DATE 


Subject to the approval of the matters detailed in the respective Special Resolutions, the full texts of which 
are attached in Appendix A to this Joint Circular, by the BC TELECOM Shareholders and the TELUS 
Shareholders, and provided that the conditions specified in the Arrangement Agreement have been satisfied or 
waived, the parties will proceed to file the Articles of Arrangement. Upon such filings, the Arrangement will be 
effective. As at the date hereof, it is anticipated that the Arrangement will become effective on or about 
11:59 p.m. (Pacific Standard Time) on the 31st day of January, 1999. 


ACCOUNTING TREATMENT 


The respective boards of directors of each of BC TELECOM and TELUS have received opinions from each 
of their auditors concurring with managements’ intention to account for the Arrangement using the pooling of 
interests method under Canadian GAAP. Under the pooling of interests method, the assets and liabilities of 
BC TELECOM and TELUS will be reflected in the financial statements of BCT.TELUS at the values recorded 
in BC TELECOM and TELUS financial statements as at January 31, 1999. 
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STOCK EXCHANGE LISTINGS 


Each of the TSE, ME, ASE and VSE has conditionally approved the listing of the BCT. TELUS Common 
Shares and BCT.TELUS Non-Voting Shares to be issued in connection with the Arrangement, subject to the 
fulfillment of all stock exchange requirements. 


EMPLOYEE MATTERS 


As at the Effective Date, employees of BC TELECOM and TELUS subsidiaries will, except in certain 
circumstances, continue their employment. Senior executives not continuing with BCT.TELUS will receive 
benefits in accordance with the change of control or severance policies of their current employer. Over the next 
three years a process to align the organizations will occur. 


At BCT.TELUS there will be seven collective agreements. These agreements currently involve four 
different bargaining agents and cover a total of approximately 18,200 unionized employees. The four agents are: 


¢ International Brotherhood of Electrical Workers (Local 348) 
* Civic Service Union 52 

¢ Communications Energy and Paperworkers Union 

¢ Telecommunications Workers Union 


Both BC TELECOM and TELUS are currently either in negotiations or entering into negotiations on 
four collective agreements. Both companies have reasonable labour relations and anticipate maintaining 
that relationship. 


ELIGIBILITY FOR INVESTMENT 


In the opinion of Farris, Vaughan, Wills & Murphy, counsel to BC TELECOM, and Bennett Jones, counsel 
to TELUS, subject to compliance with the prudent investment standards and general investment provisions of 
the following statutes (and, where applicable, the regulations thereunder) and, in certain cases, subject to the 
satisfaction of additional requirements relating to investment or lending policies, procedures or goals which 
comply with such statutes and, in certain circumstances, the filing of such policies, procedures and goals 
pursuant to such statutes, BCT. TELUS Common Shares and BCT.TELUS Non-Voting Shares to be issued on 
the Effective Date are not, at the date hereof, precluded as investments for purchasers to which the following 
statutes and regulations made thereunder apply: 


Insurance Companies Act (Canada) Supplemental Pension Plans Act (Québec) 
Pension Benefits Standards Act, 1985 Alberta Heritage Savings Trust Fund Act 
(Canada) (Alberta) 
Trust and Loan Companies Act (Canada) Employment Pension Plans Act (Alberta) 
Loan and Trust Corporations Act (Ontario) Insurance Act (Alberta) — 
Pension Benefits Act (Ontario) Loan and Trust Corporations Act (Alberta) 
an Act respecting insurance (Québec) in Financial Institutions Act (British Columbia) 
respect of an investment by an insurer, as Pension Benefits Standards Act (British 
defined in such Act (other than a Columbia) 
guarantee fund corporation) The Insurance Act (Manitoba) 
an Act respecting trust companies and savings The Pension Benefits Act (Manitoba) 
companies (Québec) in respect of a savings The Trustee Act (Manitoba) 
company licensed thereunder and a trust The Pension Benefits Act, 1992 
company licensed thereunder investing its (Saskatchewan) 
own funds and deposits it receives Pension Benefits Act (New Brunswick) 


Qualified Investments. In the opinion of Thorsteinssons, special tax counsel to BC TELECOM, and 
Bennett Jones, counsel to TELUS, had the Arrangement been effective on the date hereof, BCT.TELUS 
Common Shares and BCT.TELUS Non-Voting Shares, when listed on a prescribed stock exchange (which 
currently includes the TSE, ME, ASE and VSE) would also be qualified investments under the Tax Act for trusts 
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governed by registered retirement savings plans, registered retirement income funds and deferred profit sharing 
plans and will not constitute foreign property, as that term is defined in the Tax Act, for such plans. 


RESALE OF BCT.TELUS SHARES 


Canada. BC TELECOM and TELUS are applying for and expect to receive rulings or orders of certain 
provincial securities regulatory authorities in Canada necessary to permit the issuance to BC TELECOM 
Shareholders and TELUS Shareholders of the BCT.TELUS Shares in such provinces and to permit the resale of 
the BCT.TELUS Shares provided such resale is made through a registered dealer and is not made by a “control 
person” as defined by securities legislation. Upon the completion of the Arrangement, BCT.TELUS will be a 
“reporting issuer” or will have similar status in all provinces of Canada, the Northwest Territories and the Yukon 
Territory. 


United States. The BCT.TELUS Common Shares and BCT.TELUS Non-Voting Shares to be issued to 
former holders of BC TELECOM Common Shares or TELUS Common Shares pursuant to the Arrangement 
will not be registered under the Securities Act of 1933 in reliance upon the exemption from registration provided 
by Section 3(a)(10) of the Securities Act of 1933. The BCT.TELUS Common Shares and BCT.TELUS 
Non-Voting Shares received pursuant to the Arrangement may be resold without restriction by shareholders who 
were not an “affiliate” of BC TELECOM or TELUS before the Arrangement and who are not an “affiliate” of 
BCT.TELUS after the Arrangement. For purposes of the Securities Act of 1933, an “affiliate” is a person that 
directly, or indirectly through one or more intermediaries, controls or is controlled by, or is under common 
control with, the person specified. The term “control” means the possession, direct or indirect, of the power to 
direct or cause the direction of the management and policies of a person, whether through the ownership of 
voting securities, by contract, or otherwise. Security holders who were affiliates of either BC TELECOM or 
TELUS before the Arrangement or who will be affiliates of BCT. TELUS after the Arrangement are subject to 
resale restrictions under the Securities Act of 1933. 


BC TELECOM and TELUS shareholders resident in the United States or otherwise residing outside of 
Canada who are exchanging their shares pursuant to the Arrangement are urged to consult their legal advisors to 
determine the extent of all applicable resale provisions. 


COSTS OF THE ARRANGEMENT 


The combined estimated third party fees, costs and expenses of BC TELECOM and TELUS in connection 
with the Arrangement including, without limitation, financial advisors’ fees, regulatory filing fees, legal and 
accounting fees, and printing and mailing costs are approximately $52 million. These costs will be charged to 
retained earnings of BCT.TELUS as reflected in the unaudited pro forma consolidated financial statements 
attached hereto as Appendix I. 


INVESTMENT CONSIDERATIONS 
Industry Considerations 


Each of the current Annual Information Forms for BC TELECOM and TELUS attached hereto in 
Appendix G and H, respectively, contain disclosure on the telecommunications industry and regulatory 
considerations. The following is an overview of CRTC regulation and a discussion of new developments in those 
areas since the filing of the Annual Information Forms that affect each of the lines of business of BCT.TELUS. 


Overview of CRTC Regulation 


The CRTC has taken steps to open the industry to greater competition over the past two decades. In 1979, 
the CRTC permitted CNCP Telecommunications to interconnect its private lines with the public switched 
telephone network of Bell Canada. This decision was followed by decisions permitting the interconnection of 
customer provided terminal equipment, competitive enhanced service providers, cellular service providers, 
radiopaging services, facsimile services, public cordless telephone services, and resellers. In 1992, the CRTC 
permitted facilities-based competition in the long distance business. In 1997, the CRTC opened up the local 
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telephone market to competition effective January 1, 1998 and later in 1998 introduced public pay telephone 
competition. 


As particular services have become competitive, the CRTC has responded by gradually releasing the 
members of the Stentor Alliance from traditional regulatory requirements and from rate of return regulation. 
The markets for wireless telephony services, terminal equipment, certain data services, long distance services, 
including competitive routes in the interexchange private line market, have all been found by the CRTC to be 
sufficiently competitive to permit the CRTC to refrain from regulating these services and the CRTC has done so 
through the issuance of forbearance orders. These forbearance orders relieve the members of the Stentor 
Alliance from the obligation to file tariffs for CRTC approval of price changes. In most cases, forbearance 
orders continue to require that the services be subject to “light-handed” CRTC regulation with respect to the 
treatment of customer-confidential information and the requirement to ensure access to networks that is not 
unjustly discriminatory or unduly preferential. In some cases, the forbearance orders also require that the 
incumbent companies allow resale and sharing of the services in question. In order to promote competition, the 
CRTC requires the incumbent companies to permit interconnection and, in some cases, unbundle certain 
network facilities in order to allow competition to develop in markets which are not yet fully competitive, such as 
the local exchange market. The CRTC also maintains safeguards against cross-subsidization and anti- 
competitive pricing by members of the Stentor Alliance, such as price cap regulation of local services and the 
requirement for an imputation test showing that a particular service offering which is not fully competitive is 
priced above incremental cost. 


The result of all of these market and regulatory developments is that the Canadian telecommunications 
companies must now rely on their own abilities in the market place to ensure their strong financial performance 
rather than rely on traditional rate of return regulation. To do so, they must grow outside of their traditional 
geographic and service markets. 


Long Distance Services 


On October 1, 1998 the CRTC established a framework for competition in the international services market 
to coincide with the Government of Canada’s decision to terminate the monopoly of Teleglobe Canada Inc. over 
telecommunications facilities linking Canada to overseas destinations. The decision sets forth the requirements 
for licensing of entities who operate telecommunications facilities to provide basic international 
telecommunications services, or resell those services, including Canada-US telecommunications services. The 
decision also removes routing restrictions through the United States such that it is now possible for Canadian 
companies to route Canada-Canada and Canada-overseas voice and data transmissions through the United 
States. This decision indicates the CRTC’s commitment to fostering competition in the Canadian 
telecommunications industry and provides BCT.TELUS with an opportunity to benefit from diversity of traffic 
routing through the network of GTE. See “BCT.TELUS Communications Inc. — Business Strategy”. 


Local Services 


Arising out of the local competition decisions, the detailed decisions required to implement the 
interconnections for local competition are being negotiated by the industry participants through the CRTC 
Interconnection Steering Committee (the “CISC’’). Several subcommittees comprised of industry and CRTC 
representatives are dealing with Intercarrier Operations, Numbering, Intercarrier Administration, Network 
Interconnection and Co-location implementation. Certain of these subcommittees have agreed to incorporate 
consortia for numbering, local number portability and portable contribution administration with industry 
participants, including TELUS Communications Inc. and BC TEL. Following completion of the Arrangement, 
BCT.TELUS representatives will continue to participate in the CISC and its subcommittees. 


The local competition decisions maintained the Stentor Alliance members’ obligation to serve customers in 
their respective operating territories, pending the results of a public process to determine an approach for 
serving high cost areas in a fully competitive environment. Although the results of the public process have not 
been rendered by the CRTC, the CRTC intends to implement by January 1, 2000, a mechanism for dealing with 
high cost serving areas and redefining the Stentor Alliance members’ obligation to serve. 
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On November 30, 1998, the CRTC issued an interim decision on the implementation of price cap regulation 
in the City of Edmonton. The price cap plan which has been established and implemented in the City of 
Edmonton, effective January 1, 1999, conforms with the plans implemented on January 1, 1998 for the local 
services operations of BC TELECOM and TELUS. As a result, prices for the local services of BCT.TELUS may 
fluctuate below pre-determined upper limits without triggering a regulatory review so that the company can 
harness incentives to become more efficient. The price cap regime for the local services of BCT.TELUS will be 
in force until January 1, 2002 and will be reviewed by the CRTC in the final year of the price cap period. Such 
review may result in an extension of price cap regulation or the elimination of rate regulation for some or all of 
the local services. 


On June 30, 1998, the CRTC introduced competition in the local pay telephone service market. Pursuant to 
this decision, entrants must register with the CRTC and must attest to compliance with consumer protection 
safeguards, such as protection of privacy, access to emergency service, access for persons with disabilities and 
proper disclosure of rates being charged. 


Wireless Services 


On October 2, 1998, the CRTC issued a forbearance order covering NBTel’s in-house cellular and PCS 
operations, relieving it from most of the provisions of the Telecommunications Act including the requirement to 
file tariffs for CRTC approval. However, the provision of these services will continue to be subject to “light- 
handed” CRTC regulation with respect to the treatment of customer-confidential information and the 
requirement to ensure non-discriminatory access to its network. The decision reaffirmed that the market for 
cellular/PCS services is competitive and found that the existence of the split of the rate base and price cap 
regulation would permit regulatory forbearance in respect of cellular/PCS services carried on in-house by the 
members of the Stentor Alliance. It is anticipated that similar treatment would apply to the provision of wireless 
services by TELUS Communications Inc. following the reorganization referred to in “Information Relating to 
TELUS — Recent Developments”. 


On November 3, 1998, the CRTC denied an application by certain competitors for an order requiring the 
federally regulated cellular providers and PCS providers to permit: (i) interconnection.on an equal access basis 
to their networks; (ii) the unbundling of wireless access from call processing, switching and transmission; 
(iii) physical and virtual co-location of switching and other equipment; (iv) local number portability; and (v) the 
termination of any exclusive agreements or arrangements between the cellular and PCS providers and specific 
wireline carriers. 


Private Line and Data 


Many private line and data services have been granted forbearance by the CRTC. On November 20, 1998, 
the CRTC extended the ex parte process for applications for price reductions to those High Capacity and Digital 
Data Systems which have not yet been forborne. As a result of this decision BCT.TELUS will have greater 
flexibility in implementing price changes for these services. 


Convergence 


On March 23, 1998, the CRTC approved an application by NBTel for a broadcasting distribution 
undertaking (cable television), which will enable NBTel to compete with the incumbent cable television company 
serving the province of New Brunswick, including bundling telephone and cable television services. The CRTC 
has recently initiated a proceeding under the Broadcasting Act and Telecommunications Act dealing with the 
effect of “new media” (primarily services offered through the internet) on the Canadian cultural, political, social 
and economic objectives and the effect of “new media” on the achievement of the Canadian 
telecommunications policy objectives set out in the Jelecommunications Act. 


BCT.TELUS Considerations 


Upon the Effective Date, Shareholders will hold BCT.TELUS Shares. In addition to reviewing the entire 
contents of this Joint Circular, Shareholders are urged to carefully consider the matters set forth below 
regarding BCT.TELUS. 
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Regulatory Uncertainty 


A significant portion of BCT.TELUS activities will remain regulated and accordingly, BCT.TELUS results 
of operations will be affected by changes in regulations and decisions by the regulators. Such regulations relate 
to, among other things, licensing, competition, the rates BCT.TELUS may charge for certain services, the 
operation and ownership by BCT.TELUS of its communications systems and the ability of BCT.TELUS to 
acquire interests in other communications systems. Change in the regulation of BCT.TELUS business activities 
including decisions by regulators affecting BCT.TELUS operations (such as the granting or renewal of licences 
or decisions as to rates BCT.TELUS may charge its customers) or changes in interpretations of existing 
regulations by courts or regulators, could adversely affect BCT.TELUS results of operations. 


Risks of Integration 


BC TELECOM and TELUS expect that the successful completion of the Arrangement will result in long- 
term strategic benefits and synergies. These anticipated benefits and synergies will depend in part on whether 
the operations of both of BC TELECOM and TELUS can be integrated in a timely, efficient and effective 
manner. There can be no assurance that this will occur. It is possible that this integration will not be 
accomplished smoothly or successfully. The integration of the operations will give rise to restructuring costs and 
charges. See “Benefits of the Transaction”. Ii may be that the restructuring costs and charges will be greater than 
those currently anticipated and the difference may be material. The process of integrating the operations of the 
two organizations also could cause an interruption of, or a loss of momentum in, the activities of either or both 
of the companies, which could have an adverse effect on BCT.TELUS. 


Stentor Alliance Restructuring 


The business combination being effected by BC , TELECOM and TELUS should have no impact on the 
Stentor Alliance or on any agreements between members of the Stentor Alliance and third parties providing 
products or services to such members including BC TELECOM, TELUS or, following the Effective Date, 
BCT.TELUS. The Stentor Alliance is in the process of being restructured and following such restructuring, 
members of the Stentor Alliance may commence providing communications services outside their traditional 
serving territories. This may increase competition against BCT.TELUS in its serving territory and, as it expands 
its business, in other geographic areas. 


Labour Relations 


A large majority of the employees of BC TELECOM and TELUS are represented by, or are members of, 
unions and there are different unions representing different bargaining units. Each of these bargaining units has 
its own collective agreement with varying terms and conditions. Though both BC TELECOM and TELUS have 
reasonable relations with the unions representing their employees, labour unrest, including strikes may result as 
BCT.TELUS moves to achieve its synergies. Also, additional costs may be incurred by BCT.TELUS if any of the 
unions achieve the right to represent all employees of BCT.TELUS and consolidate collective agreements. 


National Business Plan 


BCT.TELUS must successfully implement a national communications business plan in order to grow 
revenue and expand operations beyond its current serving territory. The implementation of such a plan requires 
the acquisition of transmission and switching facilities through a combination of purchase, lease and alliance 
arrangements. Such arrangements must provide a full complement of superior quality services and be launched 
expeditiously and economically in order to be successful. 


Year 2000 Issue 


The Year 2000 issue affects virtually all companies and organizations. BC TELECOM and TELUS have 
each implemented readiness programs focused on systems and products used in connection with their respective 
operations. Neither BC TELECOM nor TELUS anticipates incurring significant additional costs to address the 
Year 2000 issue other than those disclosed, and the effectiveness of their respective present efforts to address the 
Year 2000 issue cannot be assured. The effect of the Year 2000 issue on the business combination has not been 
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determined but the computer systems used by both companies in the principal aspects of their businesses are 
similar, and BCT.TELUS may have the systems of one of the Parties available to it if the other’s fail. In addition, 
it is currently unknown whether vendors and other third parties, such as other telecommunication service 
providers and utilities with whom BC TELECOM and TELUS conduct business, will successfully address the 
Year 2000 issue with respect to their own computer systems. If the present efforts to address the Year 2000 issue 
are not successful, or if vendors and other third parties with whom BC TELECOM or TELUS conducts business 
do not successfully address the Year 2000 issue, BCT. TELUS business and financial condition could be adversely 
affected. 


Technological Change 


The telecommunications industry is subject to rapid and significant changes in technology. The effect of 
technological changes on the businesses of BCT.TELUS cannot be predicted. In addition, it will be impossible to 
predict with any certainty whether technology selected by BCT.TELUS will prove to be the most economic, 
efficient or capable of attracting customer usage. BCT.TELUS expects to fully exploit its access to the GTE 
intellectual property during the term of the Intellectual Property Agreement. There can be no assurance that the 
GTE intellectual property will be competitive or that BCT.TELUS will not encounter technological difficulties 
in the ongoing implementation of such intellectual property. Further, there can be no assurance that either 
BCT.TELUS or GTE will develop new products and services which will enable BCT.TELUS to compete 
effectively in the Canadian telecommunications market. 


Intellectual Property Agreement and GTE Shareholdings 


The right of BCT.TELUS to access GTE intellectual property under the Intellectual Property Agreement 
will expire ten years from the Effective Date, subject to operation of the automatic renewal provisions. 
Furthermore, the Intellectual Property Agreement may be subject to renegotiation after the first five years under 
certain circumstances. See “Relationship between GTE and BCT.TELUS After the Arrangement — Intellectual 
Property Agreement”. BCT.TELUS is unable to predict whether the Intellectual Property Agreement will 
continue after the initial term on terms acceptable to BCT.TELUS and GTE. BCT.TELUS is also unable to 
predict whether events will arise that will lead to renegotiation of the Intellectual Property Agreement or the 
outcome of any renegotiation. Upon either the expiration or termination of the Intellectual Property Agreement 
for any reason, BCT.TELUS will have a license to use the then current technology on a perpetual, irrevocable 
and royalty-free but non-exclusive basis, which will allow BCT.TELUS. to manage the transition to 
new technology. 


As a result of its shareholdings, GTE is in a position to defeat any matter requiring the passing of a special 
resolution of shareholders which is required under the BCCA and the Articles of BCT. TELUS. Therefore, it is 
unlikely that the Board of Directors of BCT.TELUS will propose any matter to shareholders requiring the 
passing of a special resolution if GTE indicated that it was opposed to such matter. 


See “Details of the Arrangement and Related Transactions — Relationship between GTE and BCT.TELUS 
After the Arrangement”. 


Competition 


The communications industry in Canada is becoming more competitive. In addition to the traditional 
competitors to BCT.TELUS (other telecommunications companies), competitors now include cable television 
companies (local and data services), utility companies (data services), wireless service providers (voice and data 
services) and other data providers. As regulatory rules change and new alliances form, other competitors may 
enter the communications service market in BCT.TELUS serving territory, including the members of the 
Stentor Alliance. Increasing pressure from international forces may result in changes to the Jelecommunications 
Act and related statutes reducing restrictions on non-Canadians holding or operating telecommunications 
common carriers in Canada or obtaining licenses to operate communications enterprises. This may result in an 
increase in the number of international companies entering into the communications services market in Canada, 
which may compete with the businesses of BCT.TELUS. This increased competition could result in a decrease in 
the anticipated revenues of BCT.TELUS. 
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CERTAIN INCOME TAX CONSIDERATIONS 
Canadian Federal Income Tax Considerations 


In the opinion of Thorsteinssons, special tax counsel to BC TELECOM, and Bennett Jones, counsel to 
TELUS, the following is a summary of the principal Canadian federal income tax considerations generally 
applicable to holders of BC TELECOM Common Shares and TELUS Common Shares who, for the purposes of 
the Tax Act, hold their respective shares as capital property, deal at arm’s length with BC TELECOM or 
TELUS, as the case may be, and who, immediately after any respective disposition of BC TELECOM Common 
Shares or TELUS Common Shares to BCT.TELUS, will not alone or together with non-arm’s length persons 
control BCT.TELUS or beneficially own shares of BCT.TELUS having a fair market value of more than 50% of 
the fair market value of all outstanding shares of BCT.TELUS. BC TELECOM Common Shares and TELUS 
Common Shares will each generally be considered to be capital property to a holder thereof provided that the 
holder does not hold any such shares in the course of carrying on a business of buying and selling shares and has 
not acquired such shares in a transaction considered to be an adventure in the nature of trade. Certain holders 
who are resident in Canada and who might not otherwise be considered to hold such shares as capital property 
may be entitled to have them treated as capital property by making the election provided by subsection 39(4) of 
the Tax Act. This summary is not applicable to a holder which is a “financial institution” as defined in the Tax 
Act for the purposes of the mark-to-market rules. 


This summary is based on the current provisions of the Tax Act, the regulations thereunder (the 
“Regulations”) the current provisions of the Canada-United States Income Tax Convention (the “Tax Treaty’) 
and counsels’ understanding of the current administrative practices of Revenue Canada, Customs, Excise and 
Taxation (“Revenue Canada”) to the extent noted. This summary also takes into account the amendments to the 
Tax Act and Regulations publicly announced by the Minister of Finance prior to the date hereof (the “Proposed 
Amendments”) and assumes that all such Proposed Amendments will be enacted in their present form. 
However, no assurances can be given that the Proposed Amendments will be enacted in the form proposed, or at 
all. Except for the foregoing, this summary does not take into account or anticipate any changes in law, whether 
by legislative, administrative or judicial decision or action, nor does it take into account provincial, territorial or 
foreign income tax legislation or considerations, which may differ from the Canadian federal income tax 
considerations described herein. 


This summary is of a general nature only and it is not intended to be, and should not be construed to be, 
legal, business or tax advice to any particular holder. Accordingly, holders of BC TELECOM Common Shares and 
TELUS Common Shares should consult their own tax advisors as to the tax consequences to them of the 
Arrangement in their particular circumstances. 


Holders Resident in Canada 


The following portion of the summary is applicable only to holders of BC , TELECOM Common Shares and 
TELUS Common Shares who are resident or deemed to be resident in Canada for the purposes of the Tax Act. 


(a) Holders Participating in the Arrangement 


Under the Arrangement, holders of BC TELECOM Common Shares or TELUS Common Shares, other 
than BC TELECOM Taxable Exchange Shareholders and TELUS Taxable Exchange Shareholders, will dispose 
of such shares to BCT. TELUS. BC TELECOM Taxable Exchange Shareholders and TELUS Taxable Exchange 
Shareholders (i.e., Tax-Exempt Shareholders and Non-Resident Shareholders) will dispose of their 
BC TELECOM Common Shares and TELUS Common Shares to AquisitionCo. 


Disposition of BC TELECOM Common Shares and TELUS Common Shares to BCT. TELUS 


Holders of BC TELECOM Common Shares or TELUS Common Shares, other than BC TELECOM 
Taxable Exchange Shareholders or TELUS Taxable Exchange Shareholders, will transfer such shares to 
BCT.TELUS in exchange for BCT. TELUS Common Shares and BCT.TELUS Non-Voting Shares. As a result of 
such exchange, the holder will, unless the holder includes any portion of the capital gain or capital loss otherwise 
determined in respect of such BC TELECOM Common Shares or TELUS Common Shares in computing their 
income for the taxation year in which the exchange occurs or files an election under subsection 85(1) of the Tax 
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Act as described below, be deemed to have disposed of their BC TELECOM Common Shares or TELUS 
Common Shares for proceeds of disposition equal to the adjusted cost base in respect of such shares 
immediately before the exchange, and to have acquired the BCT. TELUS Common Shares at a cost equal to the 
portion of such proceeds of disposition in respect of the BC TELECOM Common Shares or TELUS Common 
Shares exchanged for BCT.TELUS Common Shares (being 75% of the aggregate proceeds of disposition) and 
the BCT.TELUS Non-Voting Shares at a cost equal to the portion of such proceeds of disposition in respect of 
the BC TELECOM Common Shares or TELUS Common Shares exchanged for BCT.TELUS Non-Voting 
Shares (being 25% of the aggregate proceeds of disposition). 


Holders of BC TELECOM Common Shares who received their BC TELECOM Common Shares in 
exchange for shares of BC TEL, which they had owned continuously since December 31, 1971, and who did not 
elect to realize a gain or loss on the exchange of their BC TEL shares, will in most cases compute their adjusted 
cost base of each BC TELECOM Common Share in accordance with the Income Tax Application Rules 
(“ITARs”). The ITARs may also apply in determining the adjusted cost base of the BCT.TELUS Common 
Shares and BCT.TELUS Non-Voting Shares they receive in return for their BC TELECOM Common Shares. 
Such holders of BC TELECOM Common Shares should consult their own tax advisors. 


Based on the current administrative practice of Revenue Canada, a holder of BC TELECOM Common 
Shares or TELUS Common Shares who receives cash from BCT.TELUS not exceeding $200.00 in lieu of a 
fraction of a BCT.TELUS Common Share or a BCT.TELUS Non-Voting Share which would otherwise be 
received by the holder may reduce the adjusted cost base of the BCT. TELUS Common Shares or BCT.TELUS 
Non-Voting Shares, as the case may be, received by such holder by the amount of such cash. Alternatively, the 
capital gain or capital loss otherwise arising on the disposition may be reported. 


If the holder chooses to treat the exchange of their BC TELECOM Common Shares or TELUS Common 
Shares for BCT.TELUS Common Shares or BCT.TELUS Non-Voting Shares as a taxable transaction, the 
holder will be considered to have disposed of the BC TELECOM Common Shares or TELUS Common Shares 
for proceeds of disposition equal to the aggregate of the fair market value at the Effective Time of the 
BCT.TELUS Common Shares or BCT.TELUS Non-Voting Shares received by the holder and the amount of any 
cash received in lieu of fractional shares. Such a holder of BC TELECOM Common Shares or TELUS Common 
Shares will realize a capital gain (or a capital loss) equal to the amount by which the proceeds of disposition of 
the BC TELECOM Common Shares or TELUS Common Shares, net of any reasonable costs associated with 
the disposition, exceed (or are less than) the holder’s adjusted cost base of the BC TELECOM Common Shares 
or TELUS Common Shares. The cost to the holder of the BCT.TELUS Common Shares or BCT.TELUS 
Non-Voting Shares will be equal to the fair market value of such shares at the Effective Time. 


At the request of a holder of BC TELECOM Common Shares or TELUS Common Shares who has 
disposed of such shares to BCT.TELUS (an “Eligible Holder”), BCT.TELUS will jointly elect with the holder 
under subsection 85(1) of the Tax Act (and under any similar provincial legislation) so as to permit such holder 
to elect proceeds of disposition for purposes of the Tax Act of the holder’s BC TELECOM Common Shares or 
TELUS Common Shares, as the case may be, disposed of to BCT.TELUS (the “elected amount’’) within the 
limits specified in the Tax Act (or the applicable provincial legislation). Under the Tax Act, the elected amount 
may not be (a) less than the greater of (i) the holder’s adjusted cost base of the BC TELECOM Common Shares 
or TELUS Common Shares and (ii) the amount of cash received by the holder in respect of such 
BC TELECOM Common Shares or TELUS Common Shares, or (b) greater than the fair market value of such 
BC TELECOM Common Shares or TELUS Common Shares at the Effective Time. In the event of such an 
election, the holder’s cost of the BCT. TELUS Common Shares or BCT.TELUS Non-Voting Shares acquired to 
which the election relates will be the elected proceeds of disposition of the BC TELECOM Common Shares or 
TELUS Common Shares disposed of in exchange for such shares less any cash received on the exchange. A 
holder may realize a capital gain to the extent, if any, by which such elected proceeds of disposition exceed the 
holder’s adjusted cost base of the BC TELECOM Common Shares or TELUS Common Shares disposed of in 
exchange for such shares. 


The making of an election under subsection 85(1) of the Tax Act may result in more favourable tax 
consequences to an Eligible Holder depending upon the holder’s particular circumstances. Eligible Holders 
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should consult their own tax advisors to determine the advisability of making an election under subsection 85(1) 
of the Tax Act and, if so, the selection of an elected amount therein. 


It will be the responsibility of each Eligible Holder who wishes to make an election under subsection 85(1) 
of the Tax Act to obtain the necessary election forms and to fully complete all necessary forms indicating, among 
other requirements, the number of BC TELECOM Common Shares or TELUS Common Shares disposed of 
and the elected amount, to sign the forms where required, and to forward the signed forms by registered mail to 
BCT.TELUS at Box 1552, Edmonton, Alberta, T5J 2N7 together with their return address. BCT.TELUS will in 
turn sign the forms and mail them to the Eligible Holder within 45 days of their receipt by BCT.TELUS for filing 
by such Eligible Holder with Revenue Canada. Eligible Holders should consult their own tax advisors to 
determine whether any separate election forms must be filed with any provincial taxing authority. Eligible 
Holders who wish to make an election under subsection 85(1) of the Tax Act, or under any provincial legislation, 
should submit the necessary election forms to BCT.TELUS as soon as possible. BCT.TELUS will not be liable for 
any loss or damage resulting from the late filing of any election form or from the invalidation of any election form 
unless such late filing or invalidation is solely attributable to any act or omission of BCT.TELUS. 


The general tax treatment of capital gains and losses is discussed below under the heading “Capital Gains 
and Losses”. 


Disposition of BC TELECOM Common Shares and TELUS Common Shares to AcquisitionCo. 


On the transfer by a BC TELECOM Taxable Exchange Shareholder or TELUS Taxable Exchange 
Shareholder (i.e., a Tax-Exempt Shareholder or a Non-Resident Shareholder) of their BC TELECOM Common 
Shares or TELUS Common Shares to AcquisitionCo., a wholly owned subsidiary of BCT.TELUS, in exchange 
for BCT.TELUS Common Shares and BCT.TELUS Non-Voting Shares, such holder will be considered to have 
disposed of the BC TELECOM Common Shares or TELUS Common Shares for proceeds of disposition equal 
to the aggregate of the fair market value at the Effective Time of the BCT.TELUS Common Shares and 
BCT.TELUS Non-Voting Shares received by the holder and the amount of any cash received in lieu of any 
fractional shares. Such a holder of BC TELECOM Common Shares or TELUS Common Shares will realize a 
capital gain (or a capital loss) equal to the amount by which the proceeds of disposition of the BC TELECOM 
Common Shares or TELUS Common Shares, net of any reasonable costs associated with the disposition, exceed 
(or are less than) the holder’s adjusted cost base of the BC TELECOM Common Shares or TELUS Common 
Shares. The cost to the holder of the BCT.TELUS Common Shares and BCT.TELUS Non-Voting Shares will be 
equal to the fair market value of such shares at the Effective Time. 


The general tax treatment of capital gains and losses is discussed below under the heading “Capital Gains 
and Losses”. 


Capital Gains and Losses 


A holder’s taxable capital gain (or allowable capital loss) from the disposition of BC TELECOM Common 
Shares or TELUS Common Shares will be equal to three-quarters of the amount of the holder’s capital gain (or 
capital loss) in respect of such disposition. The holder must include any such taxable capital gain in income for 
the taxation year of disposition, and may, subject to the detailed provisions of the Tax Act, deduct any such 
allowable capital loss from taxable capital gains in the year in which such allowable capital loss is realized. 
Subject to the detailed rules contained in the Tax Act, any remaining allowable capital loss may generally be 
applied to reduce net taxable capital gains realized by the holder in the three preceding and in all subsequent 
taxation years. 


If the holder of a share is a corporation, the amount of any capital loss arising from a disposition or deemed 
disposition of a share may be reduced by the amount of dividends received or deemed to have been received by 
it on such share to the extent and under circumstances prescribed by the Tax Act. Similar rules may apply where 
a corporation is a member of a partnership or a beneficiary of a trust that owns shares or where a trust or 
partnership of which a corporation is a beneficiary or a member is a member of a partnership or a beneficiary of 
a trust that owns shares. 
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Capital gains realized by an individual may be subject to alternative minimum tax under the Tax Act, 
_ depending on the individual’s circumstances. 


Additional Refundable Tax 


A holder that is a “Canadian-controlled private corporation” (as defined in the Tax Act) may be liable to 
pay an additional refundable tax of 674% on certain investment income, including amounts in respect of interest, 
and taxable capital gains (but not dividends or deemed dividends deductible in computing taxable income). 


(b) Dissenting Holders 


A holder who receives a payment from BC TELECOM or TELUS equal to the fair value of the holder’s 
BC TELECOM Common Shares or TELUS Common Shares, as the case may be, as a result of the exercise of a 
right of dissent will be deemed to have received a taxable dividend equal to the amount by which the payment 
(other than an amount in respect of interest awarded by a court) exceeds the paid-up capital of such shares, 
except to the extent that, in the case of a corporation, such deemed dividend is included in the proceeds of 
disposition of the shares pursuant to subsection 55(2) of the Tax Act. The paid-up capital of the BC TELECOM 
Common Shares is estimated by BC TELECOM to be approximately $9.57 per share and the paid-up capital of 
the TELUS Common Shares is estimated by TELUS to be approximately $10.86 per share. 


Deemed dividends received by a holder who dissents from the Arrangement will be included in computing 
the holder’s income for purposes of the Tax Act. The gross-up and dividend tax credit rules normally applicable 
to taxable dividends paid by taxable Canadian corporations will apply to deemed dividends received by 
individuals and deemed dividends received by corporations will normally be deductible in computing taxable 
income. Certain corporations may be liable to pay a 334% refundable tax under Part IV of the Tax Act on such 
deemed dividends and in certain cases all or part of a deemed dividend received by a corporation may be treated 
as a capital gain on the disposition of capital property pursuant to subsection 55(2) of the Tax Act. Corporate 
holders should consult their own tax advisors for advice with respect to the potential application of 
these provisions. 


A dissenting holder will also be considered to have disposed of their BC TELECOM Common Shares or 
TELUS Common Shares, as the case may be, for proceeds of disposition equal to the amount paid to the holder 
less an amount in respect of interest awarded by a court and the amount of any deemed dividend not included in 
the proceeds of disposition of the shares pursuant to subsection 55(2) of the Tax Act, thereby giving rise to a 
capital gain or capital loss to the holder calculated in accordance with the provisions of the Tax Act. 


The treatment of capital gains and losses is discussed above under “Capital Gains and Losses”. In 
particular, for dissenting holders that are corporations, and certain trusts and partnerships, any capital loss 
otherwise determined will be reduced by dividends received on such shares, including any such deemed 
dividend, to the extent and under the circumstances described in the Tax Act. 


Interest awarded to a dissenting holder by a court will be included in the dissenting holder’s income for 
purposes of the Tax Act. 


Since the cash payment received by a dissenting BC TELECOM Common Shareholder will be paid by 
BCT.TELUS, there is some uncertainty as to whether such a dissenting holder will be viewed as having received 
a dividend, or having received proceeds of disposition giving rise to a capital gain or a capital loss. The dissenting 
holder should be viewed as having received a dividend in the manner described above. 


Holders Not Resident in Canada 


The following portion of the summary is applicable only to holders of BC TELECOM Common Shares or 
TELUS Common Shares who are not and will not be resident nor deemed to be resident in Canada for the 
purposes of the Tax Act at any time while they hold such shares, who do not use or hold and are not deemed to 
use or hold their BC TELECOM Common Shares or TELUS Common Shares in carrying on a business in 
Canada, and in the case of a holder who carries on an insurance business in Canada and elsewhere, whose shares 
are not “designated insurance property” and are not effectively connected with an insurance business carried on 
in Canada at any time (a “Non-Resident Holder’). 
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(a) Non-Resident Holders Participating in the Arrangement 


Non-Resident Holders who participate in the Arrangement will not be subject to tax under the Tax Act in 
respect of any capital gains realized on the transfer of BC TELECOM Common Shares or TELUS Common 
Shares to AcquisitionCo., provided that such shares are listed on a prescribed stock exchange (which currently 
includes the TSE, ME, ASE and VSE), and the holder, persons with whom such holder does not deal at arm’s 
length, or the holder together with all such persons, has not owned (or had under option) 25% or more of the 
issued shares of any class or series of the capital stock of BC TELECOM or TELUS, as the case may be, at any 
time within five years preceding the Effective Date, and the shares were not acquired in a transaction which 
deemed them to be “taxable Canadian property”. 


(b) Dissenting Non-Resident Holders 


Non-Resident Holders who dissent from the Arrangement will be subject to the same income tax 
considerations as those above with respect to dissenting holders resident in Canada, except that such 
Non-Resident Holders will not be subject to tax under the Tax Act in respect of capital gains realized on the 
disposition of BC TELECOM Common Shares or TELUS Common Shares provided such Shares are not 
“taxable Canadian property” to such holder at the time of disposition. Dissenting Non-Resident Holders will be 
subject to withholding tax under the Tax Act in respect of deemed dividends and interest arising from the 
disposition of their shares as described above. The applicable withholding rate is 25% in respect of such 
amounts, although such rate may be reduced under the provisions of an applicable tax treaty. For example, 
under the Tax Treaty, the rate is generally reduced to 15% for dividends and 10% for interest paid to a person 
who is the beneficial owner of such shares and who is resident in the United States for the purposes of the 
Tax Treaty. 


BC TELECOM Optionholders and TELUS Optionholders 


In the opinion of Thorsteinssons, special tax counsel to BC TELECOM, and Bennett Jones, counsel to 
TELUS, BC TELECOM Optionholders or TELUS Optionholders who exchange their options for BCT. TELUS 
options pursuant to the Arrangement will not recognize any taxable income or loss under the Tax Act as a result 
of such exchanges, on the basis that the value of an option received on the exchange, determined immediately 
after the Arrangement, will not exceed the value of the exchanged option, determined immediately before the 
Arrangement. For the purposes of determining the treatment under the Tax Act of any subsequent transactions 
involving the BCT.TELUS options received on the exchange, including on the exercise of such options, such 
options will be treated as being the same options as the BC TELECOM options or TELUS options, as the case 
may be, exchanged for such options. 


United States Federal Income Tax Considerations 


The following is a summary of material U.S. federal income tax consequences of the Arrangement to 
BC TELECOM Common Shareholders and TELUS Common Shareholders that are citizens or residents of the 
United States, U.S. domestic corporations, or that otherwise are subject to U.S. federal income tax on a net 
income basis in respect of their investment in BC TELECOM Common Shares or TELUS Common Shares 
(“U.S. Holders”), that hold such shares as capital assets and that are not under jurisdiction of a court in a 
Title 11 (ie. bankruptcy) or similar case. This summary is based on the current provisions of the Code, 
applicable treasury regulations, judicial authority, and administrative rulings and practice, and may be affected 
(possibly retroactively) by any changes thereto. Because no ruling from the Internal Revenue Service (the 
“IRS”) has been or will be sought with respect to any aspect of the Arrangement, there can be no assurance that 
the IRS will not take a contrary view as to the tax consequences described herein. 


This summary is for general information only and does not purport to deal with all aspects of federal 
income taxation that may be applicable to all shareholders. The tax treatment of a BC TELECOM Common 
Shareholder or a TELUS Common Shareholder may vary depending upon his or her particular situation, and 
certain shareholders (including insurance companies, thrift institutions, tax-exempt organizations, financial 
institutions, dealers in securities, persons who hold shares as part of a position in a “straddle” or as part of a 


“hedging”, “conversion” or other integrated investment transaction for federal income tax purposes, traders in 
securities that elect mark-to-market treatment, and persons who have acquired shares upon exercise of incentive 
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stock options or otherwise as compensation for the performance of services) may be subject to special rules not 
discussed below. This summary does not address the tax treatment of holders of options to acquire 
BC TELECOM Common Shares or TELUS Common Shares. 


THE DISCUSSION SET FORTH HEREIN IS NOT INTENDED AS A COMPLETE ANALYSIS OR 
DESCRIPTION OF ALL POTENTIAL U.S. FEDERAL INCOME TAX CONSEQUENCES OF THE 
ARRANGEMENT AND DOES NOT ADDRESS TAX CONSEQUENCES WHICH MAY VARY WITH, OR 
ARE CONTINGENT ON, INDIVIDUAL CIRCUMSTANCES. ACCORDINGLY, EACH U.S. HOLDER IS 
STRONGLY URGED TO CONSULT WITH SUCH U.S. HOLDER’S TAX ADVISOR AS TO THE 
SPECIFIC TAX CONSEQUENCES OF THE ARRANGEMENT INCLUDING TAX RETURN 
REPORTING REQUIREMENTS, THE APPLICABILITY AND EFFECT OF FEDERAL, STATE, LOCAL, 
FOREIGN AND OTHER APPLICABLE TAX LAWS AND THE EFFECT OF ANY PROPOSED 
CHANGES IN TAX LAWS. 


BC TELECOM Common Shareholders 


In the opinion of Odell & Partners, special U.S. tax counsel to BC TELECOM, and Cleary, Gottlieb, Steen 
and Hamilton, special U.S. tax counsel to TELUS, based on certain representations as to factual matters made 
by BC TELECOM and TELUS, the exchange of BC TELECOM Common Shares for BCT.TELUS Shares 
followed by the complete liquidation of BC TELECOM into BCT.TELUS, pursuant to the Plan of 
Arrangement, will be treated as a transaction described in Sections 368(a) and 354 of the Code. Accordingly, 
except as discussed below and subject to satisfaction of the notice requirement described below, no gain or loss 
will be recognized for United States federal income tax purposes by U.S. Holders of BC TELECOM Common 
Shares who exchange their BC TELECOM Common Shares for BCT.TELUS Shares. The aggregate tax basis of 
the BCT.TELUS Shares received by a U.S. Holder of BC TELECOM Common Shares in the Arrangement will 
be the same as the aggregate tax basis of the BC TELECOM Common Shares surrendered by such U.S. Holder 
in the exchange (reduced by the amount of tax basis allocable to fractional shares for which cash is received), 
and the holding period of the BCT.TELUS Shares received by a U.S. Holder in the exchange will include the 
period that the U.S. Holder held the BC TELECOM Common Shares exchanged therefor. 


As to the U.S. Holders of BC TELECOM Common Shares, this transaction is described in Section 367(b) 
of the Code, and therefore the United States tax consequences described above to each U.S. Holder may be 
conditioned on such U.S. Holder filing a notice with the U.S. Holder’s federal income tax returns for the U.S. 
Holder’s taxable year in which the transaction occurs. BCT.TELUS will supply the form of such notice to 
BC TELECOM U.S. Holders who can be identified as such in a separate mailing as soon as practicable after the 
Effective Date. It is anticipated that such forms will be mailed to all shareholders listing an address in the United 
States as determined through the Depository. Any other U.S. Holders should contact BCT.TELUS at Box 1552, 
Edmonton, Alberta, T5J 2N7 to request the required notice and provide an address to where such notice shall 
be mailed. This notice must be filed with the U.S. Holder’s United States federal income tax return for the U.S. 
Holder’s taxable year in which the Arrangement is consummated. 


Cash received by a U.S. Holder pursuant to the exercise of a right of dissent or for a fractional share 
interest in BC TELECOM Common Shares will be treated as paid in redemption of the U.S. Holder’s Common 
Shares or fractional share. In general, this will result in the recognition of capital gain or loss for United States 
federal income tax purposes, measured by the difference between the amount of cash received and the U.S. 
Holder’s tax basis in the BC TELECOM Common Shares surrendered by the U.S. Holder (cr, in the case of 
payment of cash for fractional share interests, the portion of the U.S. Holder’s tax basis in the BC TELECOM 
Common Share allocable to such fractional share interest). Such capital gain or loss will be long-term capital 
gain or loss if such BC TELECOM Common Shares have been held for more than one year at the 
Effective Time. 


Notwithstanding the foregoing, cash received in lieu of fractional shares or upon the exercise of dissenters’ 
rights by a U.S. Holder may be treated in its entirety as taxable dividend income if, as a result of purchases of 
BCT.TELUS Shares or BC TELECOM Shares in connection with the Arrangement, the percentage ownership 
interest in BCT.TELUS that is owned (directly, indirectly and by attribution) by the U.S. Holder immediately 
after the Arrangement is not lower than the percentage ownership interest of such U.S. Holder in 
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BC TELECOM immediately prior to the Arrangement. For purposes of this calculation, a U.S. Holder would be 
deemed to own stock owned by certain family members or by related corporations, partnerships, trusts 
or estates. 


Backup withholding at the rate of 31% may apply to the proceeds from the taxable sale, exchange or other 
disposition by a U.S. Holder of BC TELECOM Common Shares unless the U.S. Holder is a corporation or 
other exempt recipient or provides certain certification, including a correct taxpayer identification number. Any 
withheld amount generally will be allowed as a credit against the U.S. Holder’s U.S. federal income tax, provided 
the required information is timely filed with the IRS. 


TELUS Common Shareholders 


In the opinion of Cleary, Gottlieb, Steen and Hamilton, special U.S. tax counsel to TELUS, and Odell & 
Partners, special U.S. tax counsel to BC TELECOM, based on certain representations as to factual matters by 
TELUS and BC TELECOM, the transfer of TELUS Common Shares by its shareholders to BCT.TELUS 
pursuant to the Arrangement will be described in Section 351 of the Code. Accordingly, except as discussed 
below, no gain or loss will be recognized for United States federal income tax purposes by a U.S. Holder who 
exchanges their TELUS Common Shares for BCT.TELUS Shares. The aggregate tax basis of the BCT. TELUS 
Shares received by a U.S. Holder of TELUS Common Shares in the Arrangement will be the same as the 
aggregate tax basis of the TELUS Common Shares surrendered by such U.S. Holder in the exchange (reduced 
by the amount of tax basis allocable to fractional shares for which cash is received), and the holding period of the 
BCT.TELUS Shares received by a U.S. Holder in the exchange will include the period that the U.S. Holder held 
the TELUS Common Shares exchanged therefor. 


Cash received by a U.S. Holder pursuant to exercise of a right of dissent or for a fractional share interest in 
TELUS Common Shares will be treated as paid in redemption of the U.S. Holder’s Common Shares or 
fractional share. In general, this will result in the recognition of capital gain or loss for United States federal 
income tax purposes, measured by the difference between the amount of cash received and the U.S. Holder’s tax 
basis in the TELUS Common Shares surrendered by the U.S. Holder (or, in the case of payment of cash for 
fractional share interests, the portion of the U.S. Holder’s tax basis in the TELUS Common Share allocable to 
such fractional share interest). Such capital gain or loss will be long-term capital gain or loss if such TELUS 
Common Shares have been held for more than one year at the Effective Time. 


Notwithstanding the foregoing, cash received in lieu of fractional shares or upon the exercise of dissenters’ 
rights by a U.S. Holder may be treated in its entirety as taxable dividend income if, as a result of purchases of 
BCT.TELUS Shares or TELUS Shares in connection with the Arrangement, the percentage ownership interest 
in BCT.TELUS that is owned (directly, indirectly and by attribution) by the U.S. Holder immediately after the 
Arrangement is not lower than the percentage ownership interest of such U.S. Holder in TELUS immediately 
prior to the Arrangement. For purposes of this calculation, a U.S. Holder would be deemed to own stock owned 
by certain family members or by related corporations, partnerships, trusts or estates. 


Backup withholding at the rate of 31% may apply to the proceeds from the taxable sale, exchange or other 
disposition by a U.S. Holder of TELUS Common Shares unless the U.S. Holder is a corporation or other 
exempt recipient or provides certain certification, including a correct taxpayer identification number. Any 
withheld amount generally will be allowed as a credit against the U.S. Holder’s U.S. federal income tax, provided 
the required information is timely filed with the IRS. 
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BC TELECOM SHAREHOLDERS RIGHTS OF DISSENT 


The following description of the rights of registered BC TELECOM Shareholders to dissent and be paid 
fair value for their shares, granted by virtue of the Interim Order, is not a comprehensive statement of the 
procedures to be followed by a registered BC TELECOM Shareholder who dissents and seeks payment of the 
fair value of that holder’s BC TELECOM Shares and is qualified in its entirety by the reference to the full text 
of the Interim Order and Section 190 of the CBCA which are attached to this Joint Circular as Appendix C 
and D, respectively. A registered BC TELECOM Shareholder who intends to exercise a right of dissent and 
appraisal should carefully consider and comply with the provisions of that section, as modified by the Interim 
Order, and should seek independent legal advice. Failure to comply with the provisions of that section, as 
modified by the Interim Order, and to adhere to the procedures established therein may result in the loss of all 
rights thereunder. 


The BC Court hearing the application for the Final Order has the discretion to alter the rights of dissent 
described herein based on the evidence presented at such hearing. 


Under the Interim Order, a registered BC TELECOM Shareholder is entitled, in addition to any other 
right that a BC TELECOM Shareholder may have, to dissent and to be paid by BC TELECOM the fair value of 
the BC TELECOM Shares held by that BC TELECOM Shareholder in respect of which that BC TELECOM 
Shareholder dissents, determined as of the close of business on the last business day before the day on which the 
resolution from which that BC TELECOM Shareholder dissents was adopted. A BC TELECOM Shareholder 
may dissent only with respect to all of the BC TELECOM Shares held by that BC TELECOM Shareholder or 
on behalf of any one beneficial owner. Further, a BC , TELECOM Shareholder may only dissent in respect of 
BC TELECOM Shares registered in the dissenting shareholder’s name. The demand for appraisal must be 
executed by or for the holder of record, fully and correctly, as such holder’s name appears on the holder’s 
security certificates. If the securities are owned of record in a fiduciary capacity, such as by a trustee, guardian or 
custodian, the demand should be made in that capacity, and if the securities are owned of record by more than 
one person, as in a joint tenancy or a tenancy in common, the demand should be made by or for all owners of 
record. An authorized agent, including one or more joint owners, may execute the demand for appraisal for a 
holder of record; however, such agent must expressly identify the record owner or owners, and expressly disclose 
in such demand that the agent is acting as agent for the record owner or owners. 


Persons who are beneficial owners of BC TELECOM Common Shares registered in the name of a broker, 
custodian, nominee or other intermediary who wish to dissent, should be aware that only the registered owner of 
such securities is entitled to dissent. A registered holder such as a broker who holds BC TELECOM Common 
Shares as nominee for beneficial owners, some of whom desire appraisal, must exercise dissent rights on behalf of 
such beneficial owners with respect to the securities held for such beneficial owners. In such case, the demand for 
appraisal should set forth the number of BC TELECOM Common Shares covered by it. 


A registered BC TELECOM Shareholder wishing to dissent must send to BC TELECOM a written 
objection to the BC TELECOM Special Resolution. The written objection (the “Notice of Dissent”) must be 
received by the Secretary of BC TELECOM in care of Montreal Trust Company of Canada at 510 Burrard 
Street, Vancouver, British Columbia, V6C 3B9 on or before 5:00 p.m. (Pacific Standard Time) on January 20, 
1999, or delivered to the Chairman of the BC TELECOM Meeting before the commencement of the 
BC TELECOM Meeting. The sending of a Notice of Dissent does not deprive a registered shareholder of the 
right to vote on the BC TELECOM Special Resolution but a vote either in person or by proxy against the 
BC TELECOM Special Resolution does not constitute a Notice of Dissent. A vote in favour of the 
BC TELECOM Special Resolution will deprive the registered shareholder of further rights under Section 190 of 
the CBCA. 


Within ten days after the adoption of the BC TELECOM Special Resolution by the BC TELECOM 
Shareholders, BC TELECOM is required to notify in writing each BC TELECOM Shareholder who has filed a 
Notice of Dissent and has not voted for the BC TELECOM Special Resolution or withdrawn that 
BC TELECOM Shareholder’s objection (a “Dissenting Shareholder’) that the BC TELECOM Special 
Resolution has been adopted. A Dissenting Shareholder shall, within 20 days after he receives notice of adoption 
of the BC TELECOM Special Resolution or, if that Dissenting Shareholder does not receive such notice, within 
20 days after that Dissenting Shareholder learns that the BC TELECOM Special Resolution has been adopted, 
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send to BCT.TELUS a written notice (the “(Demand for Payment”) containing the Dissenting Shareholder’s 
name and address, the number of BC TELECOM Shares in respect of which that Dissenting Shareholder 
dissents, and a demand for payment of the fair value of such securities. Within 30 days after sending that 
Dissenting Shareholder’s Demand for Payment, tne Dissenting Shareholder shall send the certificates 
representing the securities (other than a BC TELECOM Option) in respect of which that Dissenting 
Shareholder dissents to BCT.TELUS or its transfer agent. BC TELECOM or the transfer agent shall endorse on 
the securities certificates a notice that the holder thereof is a Dissenting Shareholder under Section 190 of the 
CBCA and shall forthwith return the securities certificates to the Dissenting Shareholder. A Dissenting 
Shareholder who fails to send the Dissenting Shareholder securities certificates within the aforementioned time 
period has no right to make a claim under Section 190 of the CBCA. 


After sending a Demand for Payment, a Dissenting Shareholder ceases to have any rights as a holder of the 
security in respect of which the Dissenting Shareholder has dissented other than the right to be paid the fair 
value of such securities as determined under Section 190 of the CBCA, unless: (i) the Dissenting Shareholder 
withdraws that Dissenting Shareholder’s Demand for Payment before BCT.TELUS makes a written offer to pay 
(the “Offer to Pay’’); (ii) BCT. TELUS fails to make a timely Offer to Pay to the Dissenting Shareholder and the 
Dissenting Shareholder withdraws that Dissenting Shareholder’s Demand for Payment; (iii) the directors of 
BC TELECOM revoke the BC TELECOM Special Resolution; (iv) the Arrangement Agreement is terminated; 
or (v) the application by BC TELECOM to the BC Court for the final Order is not refused and all appeal rights 
have been exhausted, in all of which cases the Dissenting Shareholder’s rights as a shareholder are reinstated. 


Not later than seven days after the later of the Effective Date and the day BC TELECOM receives the 
Demand for Payment, BC TELECOM shall send, to each Dissenting Shareholder who has sent a Demand for 
Payment, an Offer to Pay for the shares of the Dissenting Shareholder in respect of which the Dissenting 
Shareholder has dissented in an amount considered by the directors of BCT.TELUS to be the fair value thereof, 
accompanied by a statement showing how the fair value was determined. Every Offer to Pay made to Dissenting 
Shareholders shall be on the same terms. The amount specified in an Offer to Pay which has been accepted by a 
Dissenting Shareholder shall be paid by BCT.TELUS within ten days of the acceptance, but an Offer to Pay 
lapses if BCT.TELUS has not received an acceptance thereof within 30 days after the Offer to Pay has 
been made. 


If an Offer to Pay is not made by BCT.TELUS or if a Dissenting Shareholder fails to accept an Offer to Pay, 
BC TELECOM may, within 50 days after the Effective Date or within such further period as a court of 
competent jurisdiction may allow, apply to the court to fix a fair value for the securities of any Dissenting 
Shareholder. If BC TELECOM fails to so apply to the court, a Dissenting Shareholder may apply to a court of 
competent jurisdiction for the same purpose within a further period of 20 days or within such further period as 
the court may allow. A Dissenting Shareholder is not required to give security for costs in any application to the 
court. Applications referred to in this paragraph may be made to a court of competent jurisdiction in the place 
where BCT.TELUS has its registered office or in the province where the Dissenting Shareholder resides if 
BCT.TELUS carries on business in that province. 


On making an application to the court, BC TELECOM shall give to each Dissenting Shareholder who has 
sent to BC TELECOM a Demand for Payment and has not accepted an Offer to Pay, notice of the date, place 
and consequences of the application and of his or her right to appear and be heard in person or by counsel. All 
Dissenting Shareholders whose securities have not been purchased by BC TELECOM shall be joined as parties 
to any such application to the court to fix a fair value and shall be bound by the decision rendered by the court in 
the proceedings commenced by such application. The court is authorized to determine whether any other person 
is a Dissenting Shareholder who should be joined as a party to such application. 


The court shall fix a fair value for the securities of all Dissenting Shareholders and may in its discretion 
allow a reasonable rate of interest on the amount payable to each Dissenting Shareholder from the Effective 
Date until the date of payment of the amount ordered by the court. The final order of the court in the 
proceedings commenced by an application by BC TELECOM or a Dissenting Shareholder shall be rendered 
against BC TELECOM and in favour of each Dissenting Shareholder. 
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The above is only a summary of the dissenting shareholder provisions of the CBCA, which are technical and 
complex. A shareholder of BC TELECOM wishing to exercise a right to dissent should seek independent legal 
advice, as failure to comply strictly with the provisions of the statute may prejudice the right of dissent. 


TELUS SHAREHOLDERS RIGHTS OF DISSENT 


The following description of the rights of registered TELUS Shareholders to dissent and be paid fair value 
for their shares, granted by virtue of the Interim Order, is not a comprehensive statement of the procedures to 
be followed by a registered TELUS Shareholder who dissents and seeks payment of the fair value of that 
holder’s TELUS Shares and is qualified in its entirety by the reference to the full text of the Interim Order and 
Section 184 of the ABCA which are attached to this Joint Circular in Appendix C and E, respectively. A 
registered TELUS Shareholder who intends to exercise a right of dissent and appraisal should carefully consider 
and comply with the provisions of that section, as modified by the Interim Order, and should seek independent 
legal advice. Failure to comply with the provisions of that section, as modified by the Interim Order, and to 
adhere to the procedures established therein may result in the loss of all rights thereunder. 


The Alberta Court hearing the application for the Final Order has the discretion to alter the rights of 
dissent described herein based on the evidence presented at such hearing. 


Under the Interim Order, a registered TELUS Shareholder is entitled, in addition to any other right that a 
TELUS Shareholder may have, to dissent and to be paid by TELUS the fair value of the TELUS Shares held by 
such Shareholder in respect of which such Shareholder dissents, determined as of the close of business on the 
last business day before the day on which the resolution from which such Shareholder dissents was adopted. A 
TELUS Shareholder may dissent only with respect to all of the TELUS Shares held by that Shareholder or on 
behalf of any one beneficial owner. Further, a TELUS Shareholder may only dissent in respect of TELUS Shares 
registered in the dissenting TELUS Shareholder’s name. The demand for appraisal must be executed by or for 
the holder of record, fully and correctly, as such holder’s name appears on the holder’s security certificates. If 
the securities are owned of record in a fiduciary capacity, such as by a trustee, guardian or custodian, the 
demand should be made in that capacity, and if the securities are owned of record by more than one person, as 
in a joint tenancy or a tenancy in common, the demand should be made by or for all owners of record. An 
authorized agent, including one or more joint owners, may execute the demand for appraisal for a holder of 
record; however, such agent must identify the record owner or owners and expressly identify the record owner or 
owners, and expressly disclose in such demand that the agent is acting as agent for the record owner or owners. 


Persons who are beneficial owners of TELUS Common Shares registered in the name of a broker, custodian, 
nominee or other intermediary who wish to dissent, should be aware that only the registered owner of such 
securities is entitled to dissent. A registered holder such as a broker who holds TELUS Common Shares as 
nominee for beneficial owners, some of whom desire appraisal, must exercise dissent rights on behalf of such 
beneficial owners with respect to the securities held for such beneficial owners. In such case, the demand for 
appraisal should set forth the number of TELUS Common Shares covered by it. 


A registered TELUS Shareholder wishing to dissent must send to TELUS a written objection to the TELUS 
Special Resolution. The written objection must be received on or before 5:00 p.m. (Mountain Standard Time) on 
January 18, 1999 by the Corporate Secretary of TELUS in care of Montreal Trust Company of Canada at 
600, 530 - 8th Avenue S.W.,, Calgary, Alberta, T2P 3S8, or be delivered to the Chairman of the TELUS Meeting 
before the commencement of the TELUS Meeting. The sending of a Notice of Dissent does not deprive a 
registered shareholder of the right to vote on the TELUS Special Resolution but a vote either in person or by 
proxy against the TELUS Special Resolution does not constitute a Notice of Dissent. An application may be 
made to the Alberta Court to fix the value of the dissenting TELUS Shareholder’s TELUS Shares after the 
Effective Date. If an application to the Alberta Court is made by either TELUS or a dissenting TELUS 
Shareholder, TELUS must, unless the Alberta Court otherwise orders, send to each dissenting TELUS 
Shareholder a written offer to pay him an amount considered by the Board of Directors of TELUS to be the fair 
value of the TELUS Shares. The offer, unless the Alberta Court otherwise orders, will be sent to each dissenting 
TELUS Shareholder at least ten days before the date on which the application is returnable, if TELUS is the 
applicant, or within ten days after TELUS is served with notice of the application, if a shareholder is the 
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applicant. The offer will be made on the same terms to each dissenting TELUS Shareholder and will be 
accompanied by a statement showing how the fair value was determined. 


Dissenting TELUS Shareholders may make an agreement with TELUS for the purchase of their TELUS 
Shares in the amount of TELUS offer (or otherwise) at any time before the Alberta Court pronounces an order 
fixing the fair value of the TELUS Shares. A dissenting TELUS Shareholder is not required to give security for 
costs in respect of an application and, except in special circumstances, will not be required to pay the costs of the 
application or appraisal. On the application, the Alberta Court will make an order fixing the fair value of the 
TELUS Shares of all dissenting TELUS Shareholders who are parties to the application, giving judgment in that 
amount against TELUS and in favour of each of those dissenting TELUS Shareholders and fixing the time 
within which TELUS must pay that amount payable to the dissenting TELUS Shareholders. The Alberta Court 
may in its discretion allow a reasonable rate of interest on the amount payable to each dissenting TELUS 
Shareholder calculated from the date on which the TELUS Shareholder ceases to have any rights as a TELUS 
Shareholder until the date of payment. 


On the Arrangement becoming effective, or upon the making of an agreement between TELUS and the 
dissenting TELUS Shareholder as to the payment to be made by TELUS to the dissenting TELUS Shareholder 
or upon the pronouncement of an Alberta Court order, whichever first occurs, the dissenting TELUS 
Shareholder will cease to have any rights as a shareholder other than the right to be paid the fair value of the 
TELUS Shares in the amount agreed to between TELUS and the dissenting TELUS Shareholder or in the 
amount of the judgment, as the case may be. Until one of these events occurs, TELUS Shareholders may 
withdraw their dissent, or TELUS may rescind the TELUS Special Resolution and in either event, the dissent 
and appraisal proceedings in respect of such TELUS Shareholder will be discontinued. 


The above is only a summary of the dissenting shareholder provisions of the ABCA and es Interim Order 
which are technical and complex. A TELUS Shareholder wishing to exercise a right to dissent should seek 
independent legal advice, as failure to comply strictly with the provisions of the Interim Order and the statute 
may prejudice the right of dissent. 


INFORMATION RELATING TO BC TELECOM 
Documents Incorporated by Reference 


The following documents, filed by BC TELECOM with the various securities regulatory authorities in each 
of the provinces of Canada, are specifically incorporated by reference, attached hereto as Appendix G and form 
an integral part of this Joint Circular: 


(i) BC TELECOM Annual Information Form for the year ended December 31, 1997; 


(ii) BC TELECOM Management’s Discussion and Analysis for the years ended December 31, 1997 and 
December 31, 1996; 


(iii) BC TELECOM Audited Comparative Consolidated Financial Statements for the three years ended 
December 31, 1997 and the notes thereto, together with the auditors’ report thereon; 


(iv) BC TELECOM Unaudited Interim Comparative Consolidated Financial Statements for the 
nine months ended September 30, 1998 and September 30, 1997; and 


(v) Executive Compensation excerpt from the BC TELECOM Information Circular dated February 26, 
1998 for the Annual Meeting of BC TELECOM Common Shareholders on April 28, 1998. 


Any statement contained in a document incorporated herein shall be deemed to be modified or superseded 
for the purposes of this Joint Circular to the extent that a statement contained herein modifies or supersedes 
that statement. Any statement so modified or superseded shall not be deemed, except as so modified or 
superseded, to constitute a part of this Joint Circular. 


The making of a modifying or superseding statement shall not be deemed an admission for any purposes 
that the modified or superseded statement, when made, constituted a misrepresentation, an untrue statement of 
a material fact or an omission to state a material fact that is required to be stated or that is necessary to make a 
statement not misleading in light of the circumstances in which it was made. 
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Recent Developments 
Dividends 


On October 22, 1998, BC TELECOM declared its fourth quarter dividend of $0.35 per BC TELECOM 
Common Share, payable to holders of record on December 11, 1998. It is expected that such dividend will be 
paid on January 1, 1999. 


Third Quarter Results 


Consolidated net earnings from continuing operations of BC TELECOM for the first nine months of 1998, 
before the extraordinary charge effected in the first quarter of 1998 for the one-time write down of assets 
reflecting changes in accounting requirements, were $266.3 million or $2.12 per share compared to 
$211.8 million or $1.68 per share in the same period in 1997. Consolidated net earnings for the quarter ended 
September 30, 1998 were $88.6 million or $0.70 per share compared to $77.3 million or $0.61 per share for the 
same quarter in 1997. These results reflected higher earnings growth from continuing operations, after a $0.04 
adjustment for lower depreciation and amortization, net of the one-time charge. 


BC TELECOM’s operating revenues increased $56.6 million to $808.8 million in the third quarter 
compared to $752.2 million in the same period in 1997 reflecting in large part, higher revenues from services 
provided by BC TEL and increases in revenues from BC TEL Mobility Cellular Inc. and ISM (B.C.). 


BC TELECOM’s third quarter operating expenses increased $10.1 million to $591.5 million compared to 
$581.4 million in 1997. This increase in expenses reflected higher costs associated with revenue growth at 
BC TEL Mobility and ISM(B.C.), as well as accounting methodology changes. The increase was partially offset 
by BC TEL’s lower depreciation expenses and the continued decline in its core operating expenses compared to 
the same period last year. 


BC TEL added 19,105 new customer access lines in the third quarter of 1998. BC TEL Mobility added 
22,308 cellular and paging customers and as at September 30, 1998 had more than 586,000 customers. 


Year 2000 


The implementation of BC TELECOM’s Year 2000 Program is on schedule. BC TELECOM senior 
management reviews progress on an ongoing basis and regular updates are provided to the Board of Directors. 
Thirteen of 15 million lines of computer software code relating to key business applications have been renovated 
and the remaining lines of code are scheduled for renovation or replacement by the end of 1998. In addition, key 
switches in the BC TELECOM network have been upgraded and additional network interoperability testing and 
verification is scheduled for completion in mid-1999. 


While BC TELECOM believes it has an appropriate Year 2000 Program in place, in many cases, 
BC TELECOM depends on suppliers to provide information on Year 2000 compliance of their products and 
compliant upgrades of hardware and software. In addition, BC TELECOM and its customers could be adversely 
affected by the failure of other telecommunications companies’ networks that interconnect with its network and 
by interdependencies with other utilities. 


BC TELECOM is continuing to work with key suppliers to obtain compliance information and, where 
necessary, compliant upgrades to equipment and software. Working with the members of the Stentor Alliance, 
GTE, the Canadian Year 2000 Telecommunications Industry Forum and the BC Utilities Year 2000 Forum, 
BC TELECOM continues to manage risks arising from the interconnection of its network with the networks of 
other carriers, and risks arising from interdependencies with other utilities. 


Total estimated direct cost for the Year 2000 Program is $40 million, down from the $44 million estimate 
included in BC TELECOM’s 1997 annual report. To date, BC TELECOM has expended approximately 
$18 million. 
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Price Range and Trading Volumes of BC TELECOM Common Shares 


The BC TELECOM Common Shares are listed on each of the TSE, ME and VSE. The following table 
shows the high and low prices and composite volume of trading of the BC TELECOM Common Shares on the 
principal exchanges, as reported by such exchanges, for the periods indicated. 


TSE ME 

“High Low ‘Volume — High) =—Ss Low. —S“Voilume ~~ 
1996 
Fourtit Quarter "ieee Bioe) VLA, 20k $31.10 $26.95 3,185,900 $31.20 $26.95 1,944,900 
1997 
First’Ouatter:.. woe Ee ae 31.90" 28:75 *3:627,900". 31-90" 225) 5. a a 
Seconu Quarter . eeu. otek. seer cer nt 32,50 227-85" 5:752,/00 92.50 BaZa eee 
nird'Ouarter -20 were eee ee at ces 36.50° * 32.50" 6.414 100 36.40. a 52)25 aero 
Peurth:Ouarter sc. snack dt etd tina a eee 46.50 32.05 5,436,500 46.00 32.05 1,265,500 
1998 
First Quarter Ge A Oe ee eee 55.50 40.10 5,264,100 55.25 40.10 824,700 
SeconaeOuarter Gris) MAR i etlens ee Seana 61.00 50.00 6,566,700 61.00 49.75 1,324,200 
July’. Behe Ah AP) Rene Sree vane oi 55.50 42.00 1,831,800 55.50 42.00 300,400 
AUCs ibis seers Soy er lal alan a) BF main 43.50... 36:50.-.2,029,300,. . 43.50: >36.75 353,900 
Septemibers, agus: ‘ds teGeteansae alae tia 40.00 35.10 1,735,800 40.00 35.00 200,100 
Octobe tists. acide penne ho dele tet iat at 44,95. .,...35.00'}1..3;733, 000%), 4As75... y35.40 427,700 
NOVEmDE rc ousabocs awoke sic: owe aes pene AA TS. ot 44,25 ah 2d 9 800 je 44 65 ee 4d125 143,000 
December: tor es cece: ese Ae ee 45.00 42.25 281,100 44.95 42.45 23,400 


On October 16, 1998, the last full trading day prior to the public announcement of the proposed business 
combination, the last reported sales price on the TSE of the BC TELECOM Common Shares was $42.40 and 
the high and low sales prices were $42.40 and $41.50, respectively. 


INFORMATION RELATING TO TELUS 
Documents Incorporated by Reference 


The following documents, filed by TELUS with the various securities regulatory authorities in each of the 
provinces and territories of Canada, are specifically incorporated by reference, attached hereto as Appendix H 
and form an integral part of this Joint Circular: 


(i) TELUS Annual Information Form for the year ended December 31, 1997; 


(ii) TELUS Management’s Discussion and Analysis for the years ended December 31, 1997 and 
December 31, 1996; 


(iii) TELUS Audited Comparative Consolidated Financial Statements for the three years ended 
December 31, 1997 and the notes thereto, together with auditors’ report thereon; 


(iv) TELUS Unaudited Interim Comparative Consolidated Financial Statements for the nine months 
ended September 30, 1998 and September 30, 1997, together with Management’s Discussion and 
Analysis; and 


(v) Executive Compensation and Indebtedness of Directors and Officers excerpt from the TELUS 
Information Circular dated March 17, 1998 for the Annual Meeting of TELUS Common Shareholders 
on April 30, 1998. 


Any statement contained in a document incorporated herein shall be deemed to be modified or superseded 
for the purposes of this Joint Circular to the extent that a statement contained herein modifies or supersedes 
that statement. Any statement so modified or superseded shall not be deemed, except as so modified or 
superseded, to constitute a part of this Joint Circular. 
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The making of a modifying or superseding statement shall not be deemed an admission for any purposes 
that the modified or superseded statement, when made, constituted a misrepresentation, an untrue statement of 
a material fact or an omission to state a material fact that is required to be stated or that is necessary to make a 
statement not misleading in light of the circumstances in which it was made. 


Recent Developments 
Internal Reorganization 


On October 26, 1998, the Board of Directors of TELUS approved a legal reorganization of subsidiary 
companies of TELUS to be effective January 1, 1999. The reorganization, which will reduce the number of 
corporations, is expected to streamline day to day operations and administration costs, and provide for overall 
efficiencies. The following chart summarizes the three operating subsidiaries that will result from 
the reorganization. 


New Subsidiary Company 

(expected legal name) Principal Subsidiary Companies before the Reorganization 

TELUS Communications Inc. TELUS Communications Inc., TELUS Edmonton Holdings Inc., 
TELUS Communications (Edmonton) Inc., TELUS Mobility Inc., 
TELUS Cable Holdings Inc. 


TELUS Services Inc. TELUS Advertising Services Inc., TELUS Advertising Services 
(Edmonton) Inc., TELUS Advanced Communications Inc., TELUS 
Information Services Inc., TELUS Management Services Inc. 


TELUS Enterprises Inc. TELUS Marketing Services Inc. 


Dividends 


On October 26, 1998, TELUS declared its fourth quarter dividend of $0.23 per TELUS Common Share, 
payable to holders of record on December 23, 1998. It is expected that such dividend will be paid on 
January 15, 1999, 


Third Quarter Results 


Net income of $52.7 million for the quarter ended September 30, 1998, was $4.8 million higher than a year 
ago. Earnings per common share were $0.37, up from $0.33 in the same period in 1997. These third quarter 
results include one-time after-tax reductions of $8.3 million or $0.06 per share due to prior year adjustments to 
revenues. For the first nine months of 1998, earnings per share from continuing operations were $1.31, 
compared to $0.82 in 1997. 


Cash flow from operations was lower this quarter at $192.7 million as compared to $217.0 million for the 
same period a year ago — due primarily to higher cash taxes. For the first nine months of 1998, cash flow was 
$600.6 million as compared to $604.0 million in the same period last year. 


Revenue for the third quarter was $648.1 million, up $24.7 million from a year ago. Local revenue was up by 
$55.1 million over a year ago. This increase came from cellular growth, higher subscriptions to Internet 
management services at Advanced Communications, a local rate increase, higher contribution payments from 
competitors, growth in network access lines, and increased use of enhanced services. Long distance revenue was 
lower by $29.3 million as lower prices were only partially offset by increased minutes and cellular usage. Long 
distance revenue this quarter was further impacted by a $13.5 million before-tax one-time reduction in revenue 
relating to last year. 


Operations expense of $408.7 million was up $31.2 million this quarter due to growing customer bases at 
Mobility and Advanced Communications and increased sales costs at Canadian Mobility Products. Operations 
expense was also impacted by a second call centre and additional staffing occurring this quarter at Marketing 
Services. Depreciation expense was lower by $14.2 million primarily due to the $443 million write down of fixed 
assets at the end of 1997. 
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Year 2000 


Readiness for the Year 2000 has been a top priority at TELUS as TELUS products and services are 
provided on complex computerized networks that interconnect with numerous internal systems and with other 
Canadian and international telecommunications carriers. Since October 1996, the TELUS Year 2000 Program 
Management Office has put more than 20 project teams in place to make TELUS networks, systems, products 
and services Year 2000 ready. For example, the implementation of the SAP software system in January 1998 
replaced approximately 80 internal administrative systems. This was preceded by the replacement of over 
6,000 personal computers with Year 2000 ready hardware and software. The goal is to have all crucial systems 
necessary to run the business modified and tested by December 31, 1998. This involves approximately 
150 people who work through a four-phase process. Inventory and assessment phases are on schedule and most 
conversion projects are well underway or near completion. Virtually all general infrastructure and buildings are 
now Year 2000 ready, with only a few minor non-compliant items to be upgraded before year-end 1998. 
Approximately two-thirds of the non-compliant equipment in the TELUS voice and data networks has been 
upgraded or replaced, and most of the remainder is to be completed by December 31, 1998. Over eighty percent 
of the information technology systems have been converted. Certification and interoperability testing for 
Year 2000 readiness will take place in the first half of 1999. 


Due to the interconnection of TELUS networks to external networks, TELUS is also working with the 
Stentor Alliance teams and the Canadian Year 2000 Telecommunications Industry Forum. Preparations for 
interoperability testing of the national network services are well underway with the Stentor Alliance. TELUS is 
developing its own internal contingency plans for service restoration and business recovery in the event TELUS 
experiences unforeseen problems in its internal environment or external networks to which it connects. 


TELUS expects to spend approximately $50 million of operating expenses during the life of the Year 2000 
compliance project, of which approximately one-half has been spent to date. In addition, network equipment, 
computers and software are continually being upgraded or replaced as part of TELUS ongoing capital program, 
which contributes to Year 2000 readiness. To ensure Year 2000 readiness, monthly progress meetings are held at 
both the management and operational levels, TELUS executives review the status on a regular basis and 
briefings are provided to the Board of Directors at each Board meeting. 


Price Range and Trading Volumes of TELUS Common Shares 


The TELUS Common Shares are listed on each of the TSE, ME and ASE. The following table shows the 
high and low prices and composite volume of trading of the TELUS Common Shares on the principal exchanges, 
as reported by such exchanges, for the periods indicated. 


TSE ME 
High Low Volume High Low Volume 

1996 

FOUTTH QUAMEIUSS Peamree oe eet oes ce $22.10 $18.70 23,052,400 $22.00 $18.70 5,972,272 
1997 

Pist QUAMETA SH 2 ie, RAAB CIO OE | 21.70 19.10 18,648,900 21.70 19.10 6,564,954 
Second Quarter Gr ogeur, FANSiG VON . Sas QSI7S5 9191402926 S95,4008 2575: 19.40" 555113 
Third’ Ouarteg Cel y OOO oa), SPP Pet 30.20. §=25.65 = 23,448,200 = =30.20 =. 25.50 7,586,286 
Fourthi@aarter’)2)) AM.4. BONIS PPR ANS Te | 34.00 25.50 23,614,100 3400 25.50 5,276,673 
1998 

PURSUOUANLCIA es a cock ent eee etre ne 45.30 31.00 24,647,600 45.45 31.00 4,997,933 
sccond Ouatter — tae ak, cree ees ee AS.75 “*°39.10° 27,68 O00 4380 35.55 Ol oouu0S 
Tulywpd fanieiehs Lawes vauat ab. tahoe. ae Be 38.10 34.50 10,737,600 38.10: 34.50 1,799,078 
ANgusti® .aiouiu Agia. was ds. tes. 35.00 30.00 4,214,900 35.00. 30.10 1,521,933 
September te au sgt! eae nakeeds See 32.00: 9:29.75'<> 4)139,600e". -32,00:m» 29.75:cy 1,254,816 
Octobenrwh aure.cc Shak 2 sal at Ga ae 34.75. 28.60 5,081,700 34.75 28.75 1,521,744 
November is; pest ska guh sictess 3 ae gue Sy caine 35.15 31.55>, 2,922,100 3525. 14865 705,963 
Mecember:1 (007: ca. cate. Get ee ee ee 34.60 32.75 603,875 3465 32.75 324,838 
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On October 16, 1998, the last full trading day prior to the public'announcement of the proposed business 
combination, the last reported sales price on the TSE of the TELUS Common Shares was $32.50 and the high 
and low sales prices were $32.55 and $32.20, respectively. 


INTEREST OF MANAGEMENT AND OTHERS IN THE ARRANGEMENT 


~ Certain executive officers of BC TELECOM and TELUS have contracts which provide for severance 
payments in the event of the termination of their employment within a specified period of time following a 
change of control of their respective corporations. See Appendix G— BC TELECOM Inc. Executive 
Compensation excerpt and Appendix H— TELUS Corporation Executive Compensation excerpt. As the 
consummation of the Arrangement could be considered a change of control under those contracts, certain 
severance payments may be triggered should any such executive officers be terminated within the specified time 
other than for just cause or by reason of death, disability or, in the case of BC TELECOM only, retirement. In 
addition, it is anticipated that, as of the Effective Date, BC TELECOM will terminate its Directors Share 
Compensation Plan, Executive Medium Term Variable Reward Plan and Executives’ Share Compensation Plan 
and TELUS will terminate its Directors Share Compensation Plan and Performance Share Unit Plan and, in 
each case, monetize existing benefits. Upon termination, payments would be made to certain directors and 
officers of BC TELECOM and to certain officers of TELUS. The amount of such payments has not yet been 
quantified. 


GTE beneficially owns approximately 50.8% of the BC TELECOM Common Shares and will, after 
consummation of the Arrangement, beneficially own approximately 26.7% of the BCT. TELUS Common Shares 
and 26.7% of the BCT. TELUS Non-Voting Shares. If the Arrangement is completed, BCT.TELUS will become 
a party to the Intellectual Property Agreement and the Long-Term Relationship Agreement with GTE, which 
agreements have been described in detail under “Details of the Arrangement and Related Transactions — 
Relationship between GTE and BCT.TELUS After the Arrangement”. 


LEGAL MATTERS 


Farris, Vaughan, Wills & Murphy, Canadian legal counsel to BC TELECOM, has advised BC TELECOM 
with respect to certain legal matters disclosed in this Joint Circular. Thorsteinssons, special tax counsel to 
BC TELECOM, will pass upon certain Canadian tax considerations in connection with the Arrangement on 
behalf of BC TELECOM. 


Bennett Jones, Canadian legal counsel to TELUS, has advised TELUS with respect to certain legal matters 
disclosed in this Joint Circular and will pass upon certain Canadian tax considerations in connection with 
the Arrangement. Mr. Walter B. O’Donoghue, currently a director of TELUS and one of the proposed directors 
of BCT.TELUS, is a partner of Bennett Jones. 


Odell & Partners, United States legal counsel to BC TELECOM, has advised BC TELECOM with respect 
to certain legal matters disclosed in this Joint Circular and will pass upon certain United States tax 
considerations in connection with the Arrangement. 


Cleary, Gottlieb, Steen & Hamilton, United States legal counsel to TELUS, has advised TELUS with 
respect to certain legal matters disclosed in this Joint Circular and will pass upon certain United States tax 
considerations in connection with the Arrangement. 


Partners and associates of Farris, Vaughan, Wills & Murphy, Bennett Jones, Thorsteinssons, Odell & 
Partners and Cleary, Gottlieb, Steen & Hamilton own beneficially, directly or indirectly, less than 1% of 
BC TELECOM Common Shares and TELUS Common Shares. 
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BC TELECOM CERTIFICATE 


The contents of this Joint Circular and the sending thereof to the BC TELECOM Shareholders has been 
approved by the Board of Directors of BC TELECOM. 


As it relates to BC TELECOM and BCT.TELUS, the foregoing contains no untrue statement of a material 
fact and does not omit to state a material fact that is required to be stated or that is necessary to make a 
statement not misleading in the light of the circumstances in which it was made. All information in this Joint 
Circular relating to BCT.TELUS has been supplied by both BC TELECOM and TELUS. TELUS has provided 
the information contained in this Joint Circular concerning TELUS, its subsidiaries and the companies or 
partnerships in which it has equity investments, including the information incorporated by reference, its financial 
information and financial statements. BC TELECOM assumes no responsibility for the accuracy or 
completeness of information concerning TELUS, nor for any omission on the part of TELUS to disclose facts or 
events which may affect the accuracy of any such information. 


Dated at Burnaby, British Columbia, Canada this 8th day of December, 1998. 


By Order of the Board of Directors 


(Signed) DONALD A. CALDER (Signed) C. KENNETH CRUMP 
President and Chief Executive Officer Senior Vice President, 
Chief Financial Officer and Treasurer 
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TELUS CERTIFICATE 


The contents of this Joint Circular and the sending thereof to the TELUS Shareholders has been approved 
by the Board of Directors of TELUS. 


As it relates to TELUS and BCT.TELUS, the foregoing contains no untrue statement of a material fact and 
does not omit to state a material fact that is required to be stated or that is necessary to make a statement not 
misleading in the light of the circumstances in which it was made. All information in this Joint Circular relating 
to BCT.TELUS has been supplied by both BC TELECOM and TELUS. BC TELECOM has provided the 
information contained in this Joint Circular concerning BC TELECOM, its subsidiaries and the companies or 
partnerships in which it has equity investments, including the information incorporated by reference, its financial 
information and financial statements. TELUS assumes no responsibility for the accuracy or completeness of 
information concerning BC TELECOM, nor for any omission on the part of BC TELECOM to disclose facts or 
events which may affect the accuracy of any such information. 


Dated at Edmonton, Alberta, Canada this 8th day of December, 1998. 


By Order of the Board of Directors 


(Signed) GEORGE K. PETTY (Signed) GARY W. GOERTZ 
President and Chief Executive Officer Executive Vice-President, 
Finance and Chief Financial Officer 
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APPENDIX A 


SPECIAL RESOLUTIONS 


A-1 


BC TELECOM INC. 
SPECIAL RESOLUTION 


BE IT RESOLVED AS A SPECIAL RESOLUTION THAT: 


i 


The arrangement pursuant to section 192 of the Canada Business Corporations Act (the “Act’”), involving 
BC TELECOM Inc. (“BC TELECOM”), its holders of common shares and holders of options under the 
BC TELECOM Share Option Plan and BC TELECOM Long-Term Incentive Share Option Plan (the 
“BC TELECOM Shareholders”), TELUS Corporation (“TELUS”), and its holders of common shares and 
holders of options under the TELUS Stock Option Plan and TELUS Directors Stock Option Plan, 
BCT.TELUS Communications Inc. (“BCT.TELUS”) and 3481646 Canada Inc. (the “Arrangement”), all as 
more particularly set forth in the plan of arrangement (the “Plan of Arrangement’) attached as Schedule A 
to the Amended and Restated Arrangement Agreement among BC TELECOM, TELUS and BCT.TELUS 
effective as of October 27, 1998, as amended (the “Arrangement Agreement’) is hereby authorized 
and approved; 


The entering into by BC TELECOM of the Arrangement Agreement which is attached as Appendix B to 
the joint management proxy circular of BC TELECOM and TELUS dated December 8, 1998 (the “Joint 
Circular”) accompanying the notice of this meeting, is hereby ratified, confirmed and approved; 


Notwithstanding the approval of this Special Resolution or the approval of the Supreme Court of British 
Columbia of the Arrangement, the board of directors of BC , TELECOM (i) is hereby authorized in its sole 
discretion, without further notice to or approval of the BC TELECOM Shareholders but subject to the 
terms of the Arrangement Agreement, to amend or terminate the Arrangement Agreement at any time 
prior to the Arrangement becoming effective; and (ii) is hereby authorized, in its sole discretion, without 
further notice to or approval of the BC TELECOM Shareholders, to amend the Plan of Arrangement to 
the extent permitted thereby and to not proceed with the Arrangement at any time prior to the 
Arrangement becoming effective; 


Any one director or officer of BC TELECOM is authorized to sign Articles of Arrangement on behalf of 
BC TELECOM and file such Articles of Arrangement with the Director under the Act in accordance with 
the terms of the Plan of Arrangement and Arrangement Agreement; and 


Any one director or officer of BC TELECOM is hereby authorized and directed for and in the name of and 
on behalf of BC TELECOM to do all acts and things and to execute, whether under the corporate seal of 
BC TELECOM or otherwise, and to deliver or cause to be delivered, all documents and instruments and to 
do all such acts and things as in the opinion of such director or officer may be necessary or desirable to carry 
out the intent of this Special Resolution. 


A-2 


TELUS CORPORATION 
SPECIAL RESOLUTION 


BE IT RESOLVED AS A SPECIAL RESOLUTION THAT: 


£ 


The arrangement pursuant to section 186 of the Business Corporations Act (Alberta) (the “Act”), involving 
TELUS Corporation (“TELUS”), its holders of common shares and holders of options under the TELUS 
Stock Option Plan and TELUS Directors Stock Option Plan (the “TELUS Shareholders”), 
BC TELECOM Inc. (“BC TELECOM”) its holders of common shares and holders of options under the 
BC TELECOM Share Option Plan and BC TELECOM Long-Term Incentive Share Option Plan, 
BCT.TELUS Communications Inc. (“BCT.TELUS”) and 3481646 Canada Inc. (the “Arrangement”’), all as 
more particularly set forth in the plan of arrangement (the “Plan of Arrangement’) attached as Schedule 
“A’ to the Amended and Restated Arrangement Agreement among TELUS, BC TELECOM and 
BCT.TELUS effective as of October 27, 1998, as amended (the “Arrangement Agreement”) is hereby 
authorized and approved; 


The entering into by TELUS of the Arrangement Agreement which is attached as Appendix B to the joint 
management proxy circular of TELUS and BC TELECOM dated December 8, 1998 (the “Joint Circular”) 
accompanying the notice of this meeting, is hereby ratified, confirmed and approved; 


Notwithstanding the approval of this Special Resolution or the approval of the Court of Queen’s Bench of 
Alberta of the Arrangement, the board of directors of TELUS (i) is hereby authorized in its sole discretion, 
without further notice to or approval of the TELUS Shareholders but subject to the terms of the 
Arrangement Agreement, to amend or terminate the Arrangement Agreement at any time prior to the 
Arrangement becoming effective; and (ii) is hereby authorized, in its sole discretion, without further notice 
to or approval of the TELUS Shareholders, to amend the Plan of Arrangement to the extent permitted 
thereby and to not proceed with the Arrangement at any time prior to the Arrangement becoming effective; 


Any one director or officer of TELUS is authorized to sign Articles of Arrangement on behalf of TELUS 
and file such Articles of Arrangement with the Registrar of Corporations under the Act in accordance with 
the terms of the Plan of Arrangement and Arrangement Agreement; and 


Any one director or officer of TELUS is hereby authorized and directed for and in the name of and on 
behalf of TELUS to do all acts and things and to execute, whether under the corporate seal of TELUS or 
otherwise, and to deliver or cause to be delivered, all documents and instruments and to do all such acts and 
things as in the opinion of such director or officer may be necessary or desirable to carry out the intent of 
this Special Resolution. 
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AMENDED AND RESTATED ARRANGEMENT AGREEMENT 
THIS AMENDED AND RESTATED ARRANGEMENT AGREEMENT as amended and restated the 
27th day of October, 1998, 
BETWEEN: 


BC TELECOM INC., a body corporate incorporated under the laws of Canada 
with its head office in the City of Burnaby, in the Province of British Columbia 
(hereinafter called “BC TELECOM”) 


AND 


TELUS CORPORATION, a body corporate incorporated under the laws of the 
Province of Alberta with its head office in the City of Edmonton, in the 
Province of Alberta (hereinafter called “TELUS”) 


AND 


BCT.TELUS COMMUNICATIONS INC., a body corporate incorporated under 
the laws of British Columbia with its registered office in the City of Vancouver, 
in the Province of British Columbia (hereinafter called “MergeCo”) 


WHEREAS BC TELECOM and TELUS wish to propose an arrangement involving TELUS, its 
shareholders and BC TELECOM and its shareholders; 


AND WHEREAS the parties hereto intend to carry out the transactions contemplated herein by way of an 
arrangement under the provisions of the Canada Business Corporations Act and the Business Corporations Act 
(Alberta); 


AND WHEREAS the parties hereto have entered into this Agreement to provide for the matters referred 
to in the foregoing recitals and for other matters relating to such arrangement; 


NOW THEREFORE THIS AGREEMENT WITNESSETH that in consideration of the covenants and 
agreements herein contained and other good and valuable consideration (the receipt and sufficiency of which 
are hereby acknowledged), the parties hereto do hereby covenant and agree as follows: 

ARTICLE 1 
INTERPRETATION 
1.1 Definitions 
In this Agreement, unless the context otherwise requires: 
“ABCA” means the Business Corporations Act (Alberta), S.A. 1981, c. B-15, as amended; 


“AcquisitionCo” means 3481646 Canada Inc., a body corporate incorporated under the laws of Canada, and 
a wholly-owned subsidiary of MergeCo; 


“Acquisition Proposal” means any merger, amalgamation, consolidation, business combination, strategic 
alliance, recapitalization, take-over bid, sale of material assets, any material sale of treasury shares or rights 
or interests therein or thereto or similar transactions involving BC TELECOM or TELUS or any Material 
Subsidiaries of BC TELECOM or TELUS, or a proposal to do so, excluding the Arrangement; 


“Ad Hoc Strategic Committee” means the committee established as set forth in Schedule D; 
“Alberta Court” means the Court of Queen’s Bench of Alberta; 


“Anglo-Canadian” means Anglo-Canadian Telephone Company, a corporation incorporated under the laws 
of Quebec; 
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“Arrangement” means the arrangement in respect of BC TELECOM under the provisions of Section 192 of 
the CBCA and the arrangement in respect of TELUS under the provisions of Section 186 of the ABCA, on 
the terms and conditions set forth in the Plan of Arrangement; 


“Articles of Arrangement” means the articles of arrangement in respect of the Arrangement in respect of 
BC TELECOM, required by the CBCA to be sent to the Director and in respect of TELUS required by the 
ABCA to be sent to the Registrar, in each case after the Final Order is made; 


“BCCA” means the Company Act, R.S.B.C. 1996, C-62, as amended; 
“BC Court” means the Supreme Court of British Columbia; 
“BC Registrar” means the Registrar of Companies under the BCCA; 


“BC TELECOM Arrangement Resolution” means the special resolution of BC , TELECOM Shareholders 
approving the Arrangement; 


“BC TELECOM Common Shareholders” mean the holders of BC , TELECOM Common Shares; 
“BC TELECOM Common Shares” mean common shares in the capital of BC TELECOM; 


“BC TELECOM Meeting” means such meetings of BC TELECOM Shareholders as are required to be held 
in accordance with the Interim Orders; 


“BC TELECOM Option Plans” means the BC TELECOM Share Option Plan and the BC TELECOM 
Long-Term Incentive Share Option Plan; 


“BC TELECOM Optionholders” means the holders of options under the BC TELECOM Option Plans; 


“BC TELECOM Shareholders” means the BC TELECOM Common Shareholders and the BC TELECOM 
Optionholders; 


“BC TELECOM Shares” mean the BC TELECOM Common Shares and the options under the 
BC TELECOM Option Plans; 


“business day” means any day, other than Saturday, Sunday and a statutory holiday in the Province of British 
Columbia or Alberta; 


“CBCA” means the Canada Business Corporations Act, R.S.C. 1985, c. C-44, as amended; 


“Combination” means the Arrangement and the other actions which are contemplated hereby or which 
may be entered into in connection herewith; 


“Competition Act” means the Competition Act, R.S.C. 1985, C-34, as amended; 
“Courts” mean the BC Court and the Alberta Court; 
“Director” means the Director appointed pursuant to Section 260 of the CBCA; 


“Effective Date” means the date upon which the Arrangement becomes effective as provided in the Plan of 
Arrangement; 


“Effective Time” means 11:59 p.m. (Pacific Standard Time) on the Effective Date; 


“Encumbrance”’ includes, without limitation, any mortgage, pledge, assignment, charge, lien, security 
interest, adverse interest in property, other third party interest or encumbrance of any kind whether 
contingent or absolute, and any agreement, option, right or privilege (whether by law, contract or 
otherwise) capable of becoming any of the foregoing; 


“Environmental Laws” means all applicable Laws, including applicable common laws, relating to the 
protection of the environment and employee and public health and safety; 


“Final Orders” means the orders of the Alberta Court and the BC Court approving the Arrangement, as such 
orders may be amended at any time prior to the Effective Date or, if appealed, then unless such appeal is 
withdrawn or denied, as affirmed and “Final Order” means either of such orders, as the case may be; 
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“GTE” means GTE Corporation, a corporation incorporated under the laws of New York; 
“Governance Arrangements” means the arrangements set forth in Schedule D hereto; 


“Governmental Entity” means any (a) multinational, federal, provincial, state, regional, municipal, local or 
other government, governmental or public department, central bank, court, tribunal, arbitral body, 
commission, board, bureau or agency, domestic or foreign, (b) subdivision, agent, commission, board or 
authority of any of the foregoing or (c) quasi-governmental or private body exercising any regulatory, 
expropriation or taxing authority under or for the account of any of the foregoing; 


“Heads of Agreement” means the heads of agreement previously executed and delivered by GTE and 
BC TELECOM and initialed for identification by TELUS which describes the terms to be included in the 
Technology Agreement; 


“Hazardous Substance” means any pollutant, contaminant, waste of any nature, hazardous substance, 
hazardous material, toxic substance, dangerous substance or dangerous good as defined, judicially 
interpreted or identified in any Environmental Law; 


“Interim Orders” mean the orders of the Alberta Court and the BC Court, as the same may be amended, 
containing declarations and directions in respect of BC TELECOM under the CBCA and in respect of 
TELUS under the ABCA, in each case, with respect to the Arrangement and “Interim Order” means either 
of such orders, as the case may be; 


“Joint Circular” means the joint management information circular to be prepared and sent to the 
BC TELECOM Shareholders and TELUS Shareholders in connection with the BC TELECOM Meeting 
and the TELUS Meeting and in accordance with the Interim Orders; 


“Laws” means all laws, by-laws, rules, regulations, orders, ordinances, protocols, codes, guidelines, policies, 
notices, directions and judgments or other requirements of any Governmental Entity; 


“Long-Term Relationship Agreement” means the agreement to be entered into on the Effective Date 
between MergeCo, GTE and Anglo-Canadian in the form of agreement attached as a schedule to the 
Voting Agreement; 


“material adverse change” or “material adverse effect” means, when used in connection with 
BC TELECOM or TELUS, any change, effect, event, occurrence or change in state of facts that is, or would 
reasonably be expected to be, material and adverse to the business, operations or financial condition of such 
Party and its Subsidiaries taken as a whole other than any change, effect, event, occurrence or change in 
state of facts relating to (i) the Canadian, Alberta or British Columbia economies or securities markets in 
general, (ii) any change in the trading price of the BC TELECOM Common Shares or TELUS Common 
Shares, (iii) the telecommunications industry in general, and not specifically relating to BC TELECOM or 
TELUS or their respective Subsidiaries, respectively, (iv) generally accepted accounting principles, (v) the 
failure to consummate the agreement and plan of merger among Bell Atlantic Corporation, Beta Gamma 
Corporation and GTE, (vi) actions by the members of Stentor arising from or relating to the dissolution of 
Stentor or any related affiliations; (vii) the contractual relationship between the members of Stentor and 
MCI Communications Inc.; or (viii) arising from the Arrangement and all transactions related thereto or 
contemplated by this Agreement. 


“Material Subsidiary” in respect of BC TELECOM means BC TEL and BC TEL Mobility Cellular Inc. and 
in respect of TELUS means TELUS Communications Inc., TELUS Mobility Inc. and TELUS 
Communications (Edmonton) Inc.; 


“MergeCo Common Shares” means the common shares in the capital of MergeCo; 


“MergeCo Memorandum and Articles” means the memorandum and articles of MergeCo, at the Effective 
Time, such memorandum and articles to be in the form of Schedule E; 


“MergeCo Non-Voting Shares” means the non-voting shares in the capital of MergeCo; 


“Non-Disclosure Agreement” means the letter agreement dated June 30, 1998 between BC TELECOM and 
TELUS as extended and amended from time to time; 
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“Option Agreements” means the option agreements entered into between TELUS and BC TELECOM 
pursuant to Section 8.5; 


“Parties” means BC , TELECOM and TELUS; and “Party” means either one of them; 


“Plan of Arrangement” means the plan of arrangement substantially in the form and content annexed as 
Schedule A hereto and any amendment or variation thereto made in accordance with Section 6.3 of the 
Plan of Arrangement or Section 7.1 hereof; 


“Registrar” means the Registrar of Corporations appointed pursuant to Section 253 of the ABCA; 


“Returns” means all reports, information statements and returns relating to, or required to be filed in 
connection with, any Taxes; 


“Subsidiary” means, with respect to a specified body corporate, any body corporate of which more than 
50% of the outstanding shares ordinarily entitled to elect a majority of the board of directors thereof 
(whether or not shares of any other class or classes shall or might be entitled to vote upon the happening of 
any event or contingency) are at the time owned directly or indirectly by such specified body corporate and 
shall include any body corporate, partnership, joint venture or other entity over which it exercises direction 
or control or which is in a like relation to a Subsidiary; 


“Superior Proposal” shall have the meaning as set forth in Section 5.5(a); 
“Tax Act” means the Income Tax Act (Canada); 


“Taxes” means all taxes, however denominated, including any interest, penalties or other additions that may 
become payable in respect thereof, imposed by any Governmental Entity, which taxes shall include, without 
limiting the generality of the foregoing, all income or profits taxes (including, but not limited to, federal 
income taxes and provincial income taxes), capital taxes, payroll and employee withholding taxes, 
unemployment insurance, social insurance taxes (including Canada Pension Plan payments), sales and use 
taxes, ad valorem taxes, excise taxes, franchise taxes, gross receipts taxes, business license taxes, occupation 
taxes, real and personal property taxes, stamp taxes, environmental taxes, transfer taxes, workers’ 
compensation, pension assessment and other governmental charges, and other obligations of the same or of 
a similar nature to any of the foregoing, which one of the parties to this Agreement or any of its Subsidiaries 
is required to pay, withhold or collect; 


“Technology Agreement” means the intellectual property and branding agreement to be entered into on or 
before the Effective Date between MergeCo and GTE incorporating the terms described in the Heads of 
Agreement; 


“TELUS Arrangement Resolution” means the special resolution of TELUS Shareholders approving the 
Arrangement; 


“TELUS Common Shareholders” mean the holders of TELUS Common Shares; 
“TELUS Common Shares” mean the common shares in the capital of TELUS; 


“TELUS Meeting” means such meetings of TELUS Shareholders as are required to be held in accordance 
with the Interim Order. 


“TELUS Option Plans” mean the TELUS Stock Option Plan and the TELUS Directors Stock Option Plan; 
“TELUS Optionholders” mean the holders of options under the TELUS Option Plans; 

“TELUS Shareholders” mean the TELUS Common Shareholders and the TELUS Optionholders; 
“TELUS Shares” mean the TELUS Common Shares and the options under the TELUS Option Plans; 


“Voting Agreement” means the agreement of even date herewith among GTE, Anglo-Canadian, 
BC TELECOM, MergeCo and TELUS which provides for, inter alia, certain matters relating to the 
BC TELECOM Meeting and the TELUS Common Shares. 
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1.2 Interpretation Not Affected by Headings 


The division of this Agreement into Articles, Sections, subsections and paragraphs and the insertion of 
headings are for convenience of reference only and shall not affect in any way the meaning or interpretation of 
this Agreement. 


1.3 Article References 


Unless the contrary intention appears, references in this Agreement to an Article, Section, subsection, 
paragraph or Schedule by number or letter or both refer to the Article, Section, subsection, paragraph or 
Schedule, respectively, bearing that designation in this Agreement. 


1.4 Number and Gender 


In this Agreement, unless the contrary intention appears, words importing the singular include the plural 
and vice versa; words importing gender shall include all genders; and words importing persons shall include a 
natural person, firm, trust, partnership, association, corporation, joint venture or government (including any 
governmental agency, political subdivision or instrumentality thereof). 


1.5 Date for Any Action 


If the date on which any action is required to be taken hereunder by any of the Parties is nota business day 
in the place where the action is required to be taken, such action shall be required to be taken on the next 
succeeding day which is a business day in such place. 


1.6 Currency 


Unless otherwise stated, all references in this Agreement to sums of money are expressed in lawful money 
of Canada. 


1.7 Schedules 


Schedules A, B, C, D and E annexed to this Agreement, being the Plan of Arrangement, the 
representations and warranties of BC TELECOM and TELUS, the Governance Arrangements and the 
MergeCo Memorandum and Articles respectively, are incorporated by-reference into this Agreement and form 
a part hereof. 


1.8 Accounting Matters 


Unless otherwise stated, all accounting terms used in this Agreement shall have the meanings attributable 
thereto under Canadian generally accepted accounting principles and all determinations of an accounting nature 
required to be made shall be made in a manner consistent with Canadian generally accepted accounting 
principles. 


1.9 Material 


The terms “material” and “materially” shall, when used in this Agreement, be construed, measured or 
assessed on the basis of whether the matter would materially affect a Party and its Subsidiaries taken as a whole 
or would significantly impede the ability to complete the Arrangement in accordance with the Agreement. 


1.10 Disclosure 


Where in this Agreement reference is made to disclosure in writing, such disclosure shall be made in writing 
in the memorandums, dated the date hereof, exchanged by the Parties and signed by an officer of the Party and 
delivered to the other Party hereto prior to the execution of this Agreement. Such disclosure memorandums 
make reference to the applicable Sections and paragraphs of this Agreement. Notwithstanding the foregoing, 
disclosure in relation to one Section or paragraph shall constitute disclosure for other applicable Sections and 
paragraphs. 
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1.11 General — Representations and Warranties 


Representations, warranties and covenants contained herein and references herein to “as of the date 
hereof” and similar expressions shall be considered to be made, agreed to or be references made, as the case 
may be, as of October 19, 1998 and as of October 27, 1998. 


ARTICLE 2 
THE ARRANGEMENT 
2.1 Organization and Activities of MergeCo 


Prior to the Effective Time and except as contemplated by this Agreement or the Arrangement, 
MergeCo shall have three MergeCo Common Shares issued and outstanding, one of which shall be held by 
BC TELECOM and two of which shall be held by TELUS. The constating documents of MergeCo at the 
Effective Time shall be the MergeCo Memorandum and Articles. From the date hereof to the Effective Time, 
MergeCo shall not carry on any business or conduct any activities except as may be necessary to fully perform 
and carry out the terms and intent hereof or as consented to in writing by BC TELECOM and TELUS. 


2.2 Arrangement 


As soon as reasonably practicable, BC TELECOM shall apply to the BC Court and TELUS shall apply to 
the Alberta Court pursuant to Section 192(3) of the CBCA and Section 186 of the ABCA, respectively, for an 
order approving the Arrangement and in connection with such application, each of BC TELECOM and TELUS 
shall: 


(a) file, proceed with and diligently prosecute an application for an Interim Order providing for, among 
other things, the calling and holding of the BC TELECOM Meeting and the TELUS Meeting, which 
shall be held on the dates agreed to by BC TELECOM and TELUS, for the purpose of considering 
and, if deemed advisable, approving the Arrangement; and 


(b) subject to obtaining the approvals as contemplated in the Interim Orders and as may be directed by the 
BC Court and the Alberta Court in the Interim Orders, take all steps necessary or desirable to submit 
the Arrangement to the BC Court and the Alberta Court and apply for the Final Orders; 


and, subject to the fulfilment or waiver of the conditions set forth in Article 6, BC TELECOM shall file with the 
Director and TELUS shall file with the Registrar, Articles of Arrangement and such other documents as may be 
required to give effect to the Arrangement. 


2.3 Effective Date 


The transactions contemplated by this Agreement shall become effective at the Effective Time on the 
Effective Date. Any reference to “Effective Date” in this Agreement shall be a reference to the “Effective Time 
on the “Effective Date” except when the context requires otherwise. 


2.4 TELUS Approval 


(a) TELUS represents as of the date hereof that its Board of Directors, after considering the Combination, 
has determined unanimously that: 


(i) the Combination is fair to TELUS Common Shareholders and is in the best interests of TELUS; 
and 


(ii) it will recommend in the Joint Proxy Circular that TELUS Shareholders vote in favour of the 
Arrangement and the TELUS Arrangement Resolution; 


(b) TELUS represents as of the date hereof that its Board of Directors has received a written opinion from 
each of RBC Dominion Securities Inc. and Salomon Smith Barney, financial advisors to TELUS, that, 
in the case of RBC Dominion Securities Inc., the Transaction (as defined in the RBC Dominion 
Securities Inc. opinion) is fair from a financial point of view to the TELUS Common Shareholders and, 


(c) 


in the case of Salomon Smith Barney, the Exchange Ratio (as defined in the Salomon Smith Barney 
opinion) is fair to TELUS Common Shareholders from a financial point of view, subject, in each case, 
to the assumptions and limitations described in such opinions; and 


TELUS represents as of the date hereof that its directors have advised it that they intend to vote 
TELUS Common Shares held by them in favour of the Arrangement and the TELUS Arrangement 
Resolution and will, accordingly, so represent in the Joint Proxy Circular. 


2.5 BC TELECOM Approval 


(a) 


(b) 


(c) 


(d) 


BC TELECOM represents as of the date hereof that its special committee of independent directors 
has unanimously recommended that the Board of Directors of BC TELECOM: 


(i) authorize the transactions contemplated by this Agreement, including the Arrangement, the 
Heads of Agreement, the Voting Agreement, the Long-Ierm Relationship Agreement and the 
Option Agreements and recommend that the BC TELECOM Shareholders vote in favour of 
the BC TELECOM Arrangement Resolution; and 


(ii) approve the execution and delivery by BC TELECOM of this Agreement, the Voting Agreement, 
the Heads of Agreement and the Option Agreements; 


BC TELECOM represents as of the date hereof that its Board of Directors (other than those directors 
who declared their interest in the Technology Agreement and abstained from voting to approve the 
Heads of Agreement) has determined unanimously that: 


(i) the Combination is fair to its shareholders as a whole and to the minority shareholders of 
BC TELECOM and is in the best interests of BC TELECOM; and 


(ii) it will recommend in the Joint Proxy Circular that BC TELECOM Shareholders vote in favour of 
the Arrangement and the BC TELECOM Arrangement Resolution; 


BC TELECOM represents as of the date hereof that its Board of Directors has received a written 
opinion from each of TD Securities Inc. and J. P. Morgan & Co., Inc., financial advisors to 
BC TELECOM, that, in the case of TD Securities Inc., the Transaction (as defined in the 
TD Securities Inc. opinion) is fair from a financial point of view to the BC TELECOM Common 
Shareholders and, in the case of J. P Morgan & Co., Inc., the consideration to be provided by 
BC TELECOM in connection with the Arrangement is fair, from a financial point of view, to the 
BC TELECOM Common Shareholders and its special committee of independent directors has 
received a written opinion from CIBC Wood Gundy Securities Inc., the financial advisor to the special 
committee, that, as at the date hereof, the Heads of Agreement is fair from a financial point of view to 
the minority shareholders of BC TELECOM and that the Share Exchange Ratio and resulting Pro 
Forma TELECOM Ownership Percentage (both as defined in the opinion of CIBC Wood Gundy 
Securities Inc.) are fair from a financial point of view to BC TELECOM Shareholders, including the 
minority shareholders of BC TELECOM, subject, in each case to the assumptions and limitations 
described in such opinions; and 


BC TELECOM represents as of the date hereof, that its directors have advised it that they intend to 
vote BC TELECOM Common Shares held by them in favour of the Arrangement and the 
BC TELECOM Arrangement Resolution and will, accordingly, so represent in the Joint Proxy 
Circular. 


ARTICLE 3 
REPRESENTATIONS AND WARRANTIES OF BC TELECOM 


3.1 Representations and Warranties 


BC TELECOM hereby makes to TELUS the representations and warranties as set forth in Schedule B to 
this Agreement and acknowledges that TELUS is relying upon those representations and warranties in 
connection with entering into this Agreement. 


B-12 


3.2 Investigation 


Any investigation by TELUS and its advisors shall not mitigate, diminish or affect the representations and 
warranties of BC TELECOM pursuant to this Agreement. 


3.3. Survival of Representations and Warranties 


The representations and warranties of BC TELECOM contained in this Agreement shall not survive the 
completion of the Arrangement and shall expire and be terminated and extinguished on the Effective Date at 
the Effective Time. 


ARTICLE 4 
REPRESENTATIONS AND WARRANTIES OF TELUS 
4.1 Representations and Warranties 


TELUS hereby makes to BC TELECOM the representations and warranties as set forth in Schedule C to 
this Agreement and acknowledges that BC TELECOM is relying upon those representations and warranties in 
connection with entering into this Agreement. 


4.2 Investigation 


Any investigation by BC TELECOM and its advisors shall not mitigate, diminish or affect the 
representations and warranties of TELUS pursuant to this Agreement. 


4.3 Survival of Representations and Warranties 


The representations and warranties of TELUS contained in this Agreement shall not survive the 
completion of the Arrangement and shall expire and be terminated and extinguished on the Effective Date at 
the Effective Time. 


4.4 Representation and Warranty of MergeCo 


MergeCo hereby represents and warrants to each of BC TELECOM and TELUS and acknowledges that 
each of BC TELECOM and TELUS is relying thereon that MergeCo has never carried on any business or 
conducted any activities other than as necessary to perform and carry out the terms and intent hereof. 


ARTICLE 5 
COVENANTS 
5.1 Pooling of Interests Accounting 


BC TELECOM and TELUS shall each use all reasonable commercial efforts to cause the business 
combination contemplated by the Arrangement to be effected in such a manner as to ensure that such business 
combination will be accounted for as of the Effective Date as a pooling of interests under generally accepted 
accounting principles and will use all reasonable commercial efforts to refrain from taking any actions which will 
prevent such accounting treatment. Each of BC TELECOM and TELUS represents as of the date hereof, that 
their respective Boards of Directors have received the written opinion of its auditors on or before the date 
hereof that pooling of interests is the appropriate method to account for the business combination to be effected 
by the Arrangement. 


5.2 Corporate Governance 


The parties agree that the Governance Arrangements respecting BC TELECOM, TELUS and MergeCo 
shall be as set out in, or determined in the manner set out in, Schedule D. 
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5.3 Consultation 


BC TELECOM and TELUS agree to consult with each other in issuing any press releases or otherwise 
making public statements with respect to this Agreement or the Arrangement and in making any filing with any 
governmental or regulatory agency or with any stock exchange with respect thereto. Each Party shall use all 
reasonable commercial efforts to enable the other Party to review and comment on all such press releases prior 
to the release thereof and shall enable the other Party to review and comment on such filings prior to the filing 
thereof. The Parties agree to issue jointly a press release with respect to this Agreement as soon as practicable, 
in a form acceptable to both Parties and each of BC TELECOM and TELUS agrees to file a copy of this 
Agreement with applicable regulatory authorities. 


5.4 Mutual Covenants 


Each of the Parties covenants and agrees that, except as contemplated in this Agreement, the Arrangement, 
the Option Agreements, or the Voting Agreement until the Effective Date or the day upon which this 
Agreement is terminated, whichever is earlier: 


(a) except as previously disclosed in writing to the other Party hereto, it shall, and shall cause each of its 
Subsidiaries to, conduct its and their respective businesses only in, and not take any action except in, 
the usual, ordinary and regular course of business and consistent with past practice; 


(b) except as previously disclosed in writing to the other Party hereto, it shall not, without the prior written 
consent of the other Party hereto, which shall not be unreasonably withheld, directly or indirectly 
including through a Subsidiary, do or permit to occur any of the following: 


(i) issue, sell, pledge, lease, dispose of, encumber or agree to issue, sell, pledge, lease, dispose of, 
encumber; 


(1) any shares of, or any options, warrants, calls, conversion privileges or rights of any kind to 
acquire any shares of it or any of its Material Subsidiaries, except pursuant to the exercise of 
stock options currently outstanding or under existing share issuance plans which have been 
disclosed to the other Party to this Agreement; or stock options issued consistent with past 
practices and share issuances in respect thereof; or 


(2) except in the usual, ordinary and regular course of business and consistent with past practice, 
any assets of it or any of its Material Subsidiaries; 


(ii) amend or propose to amend its articles or by-laws or those of any of its Material Subsidiaries; 


(iii) split, combine or reclassify any of its outstanding shares, or declare, set aside or pay any dividend 
or other distribution payable in cash, stock, property or otherwise with respect to its shares (other 
than regular quarterly dividends in respect of its common shares, in amounts consistent with past 
practice, and dividends provided for pursuant to the provisions of its preferred shares); 


(iv) redeem, purchase or offer to purchase (or permit any of its Material Subsidiaries to redeem, 
purchase or offer to purchase) any shares or other securities of it or any of its Material 
Subsidiaries, unless otherwise required by the terms of such securities; 


(v) reorganize, amalgamate or merge it or any of its Material Subsidiaries with any other person, 
corporation, partnership or other business organization whatsoever; 


(vi) except in the usual, ordinary and regular course of business and consistent with past practice, 
acquire, agree to acquire, dispose of or agree to dispose of any person, corporation, partnership, 
joint venture or other business organization or division or acquire, agree to acquire, dispose of or 
agree to dispose of any assets, which, in each case, are individually or in the aggregate, material; 


(vii) except in the usual, ordinary and regular course of business and consistent with past practice: 
(A) satisfy or settle any claims or liabilities, except such as have been reserved against in its 
financial statements delivered to the other Party to this Agreement, which are individually or in 
the aggregate, material; (B) relinquish any contractual rights, which are individually or in the 
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(viii) 


aggregate, material, except with the prior written consent of the other Party and except for those 
contractual rights which are contained in contracts in which both BC TELECOM or TELUS or 
their respective Subsidiaries are a party; or (C) enter into any interest rate, currency or commodity 
swaps, hedges or other similar financial instruments; or 


except in the usual, ordinary and regular course of business and consistent with past practice, and 
except for the purpose of the renewal of or the replacement of existing credit facilities where such 
renewal or replacement facilities are for a principal amount approximately the same as the 
principal amount of the facilities renewed or replaced, incur or commit to provide guarantees, 
incur any indebtedness for borrowed money or issue any amount of debt securities, which are 
individually or in the aggregate, material; 


(c) without the prior written consent of the other Party hereto, which shall not be unreasonably withheld, it 
shall not, and shall cause each of its Subsidiaries to not: 


(i) 


(ii) 


(iii) 


other than as previously disclosed in writing to the other Party hereto or in the usual, ordinary and 
regular course of business and consistent with past practice or pursuant to existing employment, 
pension, supplemental pension, termination, compensation arrangements or policies, enter into or 
modify any employment, severance, collective bargaining or similar agreements, policies or 
arrangements with, or grant any bonuses, salary increases, stock options, pension or supplemental 
pension benefits, profit sharing, retirement allowances, deferred compensation, incentive 
compensation, severance or termination pay to, or make any loan to, any officers or directors of it 
or any Subsidiary; 


other than as previously disclosed in writing to the other Party hereto or in the usual, ordinary and 
regular course of business and consistent with past practice or pursuant to existing employment, 
pension, supplemental pension, termination, compensation arrangements or policies, in the case 
of employees of it or any of its Subsidiaries who are not officers or directors, take any action with 
respect to the entering into or modifying of any employment, severance, collective bargaining or 
similar agreements, policies or arrangements or with respect to the grant of any bonuses, salary 
increases, stock options, pension or supplemental pension benefits, profit sharing, retirement 
allowances, deferred compensation, incentive compensation, severance or termination pay or any 
other form of compensation or profit sharing or with respect to any increase of benefits 
payable; or 


except as set forth in the Parties’ respective capital budgets approved to the date hereof, incur or 
commit to capital expenditures prior to the Effective Date individually exceeding $5 million or in 
the aggregate exceeding $20 million; 


(d) it shall use its reasonable commercial efforts to cause its current insurance (or re-insurance) policies 
not to be cancelled or terminated or any of the coverage thereunder to lapse, unless simultaneously 
with such termination, cancellation or lapse, replacement policies underwritten by insurance and 
re-insurance companies of nationally recognized standing providing coverage equal to or greater than 
the coverage under the cancelled, terminated or lapsed policies for substantially similar premiums are 
in full force and effect; 


it shall: 


(e) 


(i) 


(ii) 


use its reasonable commercial efforts, and cause each of its Subsidiaries to use its reasonable 
commercial efforts, to preserve intact their respective business organizations and goodwill, to keep 
available the services of its officers and employees as a group and to maintain satisfactory 
relationships with suppliers, agents, distributors, customers and others having business 
relationships with it or its Subsidiaries; 


not take any action, or permit any of its Subsidiaries to take any action that would interfere with or 
be inconsistent with the completion of the transactions contemplated hereunder or would render, 
or that reasonably may be expected to render, any representation or warranty made by it in this 
Agreement untrue in any material respect at any time prior to the Effective Date if then made or 
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(f) 


(g) 


(h) 


(i) 


(j) 


interfere with or be inconsistent with the ability to account for the transactions hereunder on the 
basis of pooling of interest accounting under generally accepted accounting principles or for the 
auditors to concur that such accounting is appropriate; and 


(iii) promptly notify the other Party to this Agreement of any material adverse change, or any change 
which could reasonably be expected to become a material adverse change, in respect of its or any 
of its Material Subsidiaries’ businesses or in the operation of its or any of its Material Subsidiaries’ 
businesses or in the operation of its or any of its Material Subsidiaries’ properties, and of any 
material Governmental Entity or third party complaints, investigations or hearings (or 
communications indicating that the same may be contemplated); 


it shall not settle or compromise any claim brought by any present, former or purported holder of any 
of its securities in connection with the transactions contemplated by this Agreement or the 
Arrangement prior to the Effective Date without the prior written consent, not to be unreasonably 
withheld, of the other Party to this Agreement; 


except in the usual, ordinary and regular course of business and consistent with past practice, or except 
as previously disclosed in writing to the other Party hereto or as required by applicable law, it and its 
Subsidiaries shall not enter into or modify in any material respect any contract, agreement, 
commitment or arrangement which new contract or series of related new contracts or modification to 
an existing contract or series of related existing contracts would be material to a Party hereto or which 
would have a material adverse effect on a Party hereto; 


it shall use all commercially reasonable efforts to satisfy (or cause the satisfaction of) the conditions 
precedent to its obligations hereunder set forth in Article 6 to the extent the same is within its control 
and to take, or cause to be taken, all other action and to do, or cause to be done, all other things 
necessary, proper or advisable under all applicable Laws to complete the Arrangement, including using 
its commercially reasonable efforts to: 


(i) obtain all necessary waivers, consents and approvals required to be obtained by it from other 
parties to loan agreements, leases and other contracts; 


(ii) obtain all necessary consents, approvals and authorizations as are required to be obtained by it 
under any applicable Law; 


(iii) effect all necessary registrations and filings and submissions of information requested by 
Governmental Entities required to be effected by it in connection with the Arrangement and 
participate and appear in any proceedings of either Party before Governmental Entities; 


(iv) oppose, lift or rescind any injunction or restraining order or other order or action seeking to stop, 
or otherwise adversely affecting the ability of the parties to consummate, the transactions 
contemplated hereby or by the Arrangement; 


(v) fulfil all conditions and satisfy all provisions of this Agreement and the Arrangement, including 
delivery of the certificates of their respective officers contemplated by Section 6.2 and Section 6.3; 
and 


(vi) cooperate with the other Party to this Agreement in connection with the performance by it of its 
obligations hereunder; 


it shall not take any action, refrain from taking any action, or permit any action to be taken or not 
taken, inconsistent with this Agreement or which would reasonably be expected to significantly impede 
the consummation of the Arrangement; 


subject to the Non-Disclosure Agreement, it will, in all material respects, conduct itself so as to keep 
the other Party to this Agreement fully informed as to the material decisions or actions required or 
required to be made with respect to the operation of its business, provided that such disclosure is not 
otherwise prohibited by reason of a confidentiality obligation owed to a third party for which a waiver 
could not be obtained or is in respect to customer specific or competitively sensitive information; 
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(k) 


(1) 


it shall make or cooperate as necessary in the making of all necessary filings and applications under all 
applicable Laws required in connection with the transactions contemplated herein and take all 
reasonable action necessary to be in compliance with such Laws; and 


it shall use its reasonable commercial efforts to conduct its affairs so that all of its representations and 
warranties contained herein shall be true and correct in all material respects on and as of the Effective 
Date as if made thereon. 


5.5 Mutual Covenant Regarding Non-Solicitation 


(a) 


(b) 


(c) 


(d) 


Neither BC TELECOM nor TELUS shall, directly or indirectly, through any officer, director, 
employee, representative or agent of BC TELECOM or TELUS, as the case may be, or any of their 
Subsidiaries, solicit, initiate, invite or knowingly encourage (including by way of furnishing confidential 
information or entering into any form of agreement, arrangement or understanding) the initiation of or 
participate in, any inquiries or proposals regarding an Acquisition Proposal, provided that, nothing 
contained in this Section 5.5 or other provisions of this Agreement shall prevent the Board of Directors 
of BC TELECOM or TELUS from considering or recommending to its shareholders an agreement in 
respect of an unsolicited bona fide written Acquisition Proposal (i) in respect of which any required 
financing has been demonstrated to the satisfaction of the Board of Directors of the Party subject to 
the Acquisition Proposal, acting in good faith, to be reasonably likely to be obtained, (ii) which is not 
subject to a due diligence access condition which allows access to the books, records and personnel of a 
Party hereto or any of its Subsidiaries or their representatives beyond 5:00 p.m. (Pacific Standard 
Time) on the fifth business day after which access is afforded to the person making the Acquisition 
Proposal (provided, however, the foregoing shall not restrict the ability of such person to continue to 
review the information provided); (iii) in respect of which the Board of Directors of the Party subject to 
the Acquisition Proposal determines (having consulted outside counsel) that in the exercise of their 
fiduciary duty it would be legally obligated to consider the Acquisition Proposal; and (iv) in respect of 
which the Board of Directors of the Party subject to the Acquisition Proposal, determines in good faith, 
after consultation with financial advisors, if consummated in accordance with its terms, would result in 
a transaction more favourable to its shareholders than the Combination (any such Acquisition Proposal 
being referred to herein as a “Superior Proposal’’); 


Subject to the ability of the Parties to carry on business in accordance with Section 5.4, BC TELECOM 
and TELUS shall immediately cease and cause to be terminated any existing discussions or 
negotiations with any parties (other than the other Party hereto) with respect to any potential 
Acquisition Proposal. BC TELECOM and TELUS agree not to release any third party from any 
confidentiality agreement to which such third party is a party. BC TELECOM and TELUS further 
agree not to release any third party from any standstill agreement to which such third party is a party, 
unless such third party has made a Superior Proposal. BC TELECOM and TELUS shall immediately 
request the return or destruction of all confidential information provided to any third parties (other 
than GTE) who have entered into a confidentiality agreement with BC TELECOM or TELUS, or as 
the case may be, relating to a potential Acquisition Proposal and shall use all reasonable efforts to 
ensure that such requests are honoured; 


Each of BC TELECOM and TELUS shall promptly notify the other Party of any current Acquisition 
Proposals or of any future Acquisition Proposal of which senior officers become aware, or any 
amendments to the foregoing, or any request for non-public information relating to BC TELECOM or 
TELUS, as the case may be, or any Material Subsidiaries in connection with an Acquisition Proposal 
or for access to the properties, books or records of such Party, or any Material Subsidiary by any person 
or entity that informs such Party or such Material Subsidiary that it is considering making, or has made, 
an Acquisition Proposal. Such notice shall include a description of the material terms and conditions of 
any proposal and provide such details of the proposal, inquiry or contact as the other Party hereto may 
reasonably request including the identity of the person making such proposal, inquiry or contact; 


If BC TELECOM or TELUS receives a request for material non-public information from a person 
who proposes a bona fide Acquisition Proposal in respect of BC TELECOM or TELUS, and the Board 
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of Directors of such Party determines that such proposal would be a Superior Proposal pursuant to 
Section 5.5(a) assuming the satisfactory outcome of a due diligence condition which conforms to 
Section 5.5(a), then, and only in such case, the Board of Directors may, subject to the execution of a 
confidentiality agreement substantially similar to the Non-Disclosure Agreement containing a standstill 
provision substantially similar to that contained in Section 5.8 of this Agreement, provide such person 
with access, in accordance with Section 5.5(a), to information regarding the Party, provided however 
the person making the Acquisition Proposal shall not be precluded thereunder from making the 
Acquisition Proposal, and provided such Party sends a copy of any such confidentiality agreement to 
the other Party, immediately upon its execution and the other Party is provided with a list of or copies 
of the information provided to such person and immediately provided with access to similar 
information to which such person was provided; and 


(e) Each Party hereto shall ensure that its officers, directors and employees and its Subsidiaries and any 
financial advisors or other advisors or representatives retained by it are aware of the provisions of this 
Section, and it shall be responsible for any breach of this Section 5.5 by its financial advisors or other 
advisors or representatives. 


5.6 Notice of Superior Proposal Determination 


Neither BC TELECOM nor TELUS shall accept, approve or recommend or enter into any agreement 
(except for a confidentiality agreement pursuant to Section 5.5(d)) in respect of an Acquisition Proposal on the 
basis that it constitutes a Superior Proposal unless (i) it has provided the other Party hereto with a copy of the 
Acquisition Proposal document which has been determined to be a Superior Proposal, with such deletions as are 
necessary to protect confidential portions of such Acquisition Proposal document, provided that material terms 
or conditions or the identity of the controlling person, if any, making the Acquisition Proposal may not be 
deleted; and (ii) five (5) business days (the “Notice Period’’) shall have elapsed from the later of the date the 
other Party received notice of the determination to accept, approve or recommend an agreement in respect of 
such Acquisition Proposal, and the date such Party received a copy of the Acquisition Proposal document. 
During the Notice Period, the Party receiving the Superior Proposal shall provide a reasonable opportunity to 
the other Party to consider, discuss and offer such adjustments in the terms and conditions of this Agreement as 
would enable the Party receiving the Superior Proposal to proceed with its recommendation to shareholders 
with respect to the Arrangement provided however that any such adjustment shall be at the discretion of the 
Parties at the time. Information provided hereunder shall constitute Confidential Information under the 
Non-Disclosure Agreement. 


5.7 Access to Information 


Subject to the Non-Disclosure Agreement and applicable Law, upon reasonable notice, TELUS shall (and 
shall cause each of its Subsidiaries to) afford BC TELECOM’s officers, employees, counsel, accountants and 
other authorized representatives and advisors (“Representatives”) access, during normal business hours from 
the date hereof and until the earlier of the Effective Date or the termination of this Agreement, to its properties, 
books, contracts and records as well as to its management personnel, and, during such period, TELUS shall (and 
shall cause each of its Subsidiaries to) furnish promptly to BC TELECOM all information concerning its 
business, properties and personnel as BC TELECOM may reasonably request. Subject to the Non-Disclosure 
Agreement and applicable Law, upon reasonable notice, BC TELECOM shall (and shall cause each of its 
Subsidiaries to) provide the same access to TELUS and its Representatives on the same terms and conditions. 
Nothing in the foregoing shall require BC TELECOM or TELUS to disclose information subject to a written 
confidentiality agreement with third parties or competitively sensitive information. For greater certainty, until 
the earlier of the Effective Date and the termination of this Agreement, access to and exchange of competitively 
sensitive confidential information (“Confidential Data”) as between the Parties shall be limited to that which is 
reasonably necessary for the purposes of securing all necessary regulatory approvals, the preparation and 
settlement of definitive documents and the advancement of the Arrangement as contemplated herein and shall 
be further limited such that the dissemination of such Confidential Data shall be confined to those 
representatives of the Parties and their advisors who have a need to know such information for these purposes 
and who agree to respect such confidentiality in their dealings with such Confidential Data. In particular, with 


B-18 


reference to access to and the sharing of Confidential Data of one Party with representatives of the other Party 
for the purposes of preparing any filings or submissions under the Competition Act in respect of the 
Arrangement, the general principle which shall be applied is that such information shall be made available to, 
exchanged or shared with counsel to the Parties rather than the Parties or their representatives. 


5.8 Mutual Standstill 


During the period commencing on the date hereof and continuing until the Effective Date or the 
termination of this Agreement, other than pursuant to this Agreement, the Arrangement and the transactions 
contemplated hereby and thereby, each Party agrees that it will not, except in connection with this Agreement, 
the Arrangement or the Option Agreements or with the prior approval of the other Party, which approval may 
be given on such terms as the other Party may determine: (i) in any manner acquire, agree to acquire or make 
any proposal or offer to acquire, directly or indirectly, any securities or property of the other Party; (ii) propose 
or offer to enter into, directly or indirectly, any merger or business combination involving the other Party or to 
purchase, directly or indirectly, a material portion of the assets of the other Party; (iii) directly or indirectly, 
“solicit”, or participate or join with any person in the “solicitation” of, any “proxies” (as such terms are defined 
in the Securities Act (British Columbia) or the Securities Act (Alberta), as the same may be amended from time to 
time) to vote, to seek to advise or to influence any person with respect to the voting of any voting securities of 
the other Party other than as contemplated in the Voting Agreement; (iv) otherwise act alone or in concert with 
others to seek to control or to influence the management, Board of Directors or policies of the other Party; or 
(v) advise, assist or encourage any of the foregoing or work in concert with others in respect of the foregoing. 
For the purpose of this Section 5.8, Party shall include successors and Subsidiaries of such Party and their 
successors. 


5.9 Voting Agreement 
GTE, Anglo-Canadian, BC TELECOM and TELUS have entered into the Voting Agreement. 


5.10 Covenants of TELUS 


TELUS covenants and agrees that, except as contemplated in this Agreement or pursuant to the 
Arrangement, until the Effective Date or the day upon which this Agreement is terminated, whichever is earlier, 
it will: 


(a) in a timely and expeditious manner, file, proceed with and diligently prosecute an application to the 
Alberta Court for the Interim Order with respect to the Arrangement on behalf of TELUS, provided 
that notwithstanding the foregoing, the Parties agree to consult regarding seeking the Interim Orders 
and mailing the Joint Proxy Circular; 


(b) in a timely and expeditious manner: 
(i) forthwith carry out the terms of the Interim Order; 


(ii) prepare, in consultation with BC TELECOM, and file the Joint Proxy Circular with respect to the 
BC TELECOM Meeting and the TELUS Meeting with respect to the approval of the 
Arrangement in all jurisdictions where the same is required to be filed and mail the same as 
ordered by the Interim Orders and in accordance with all applicable Laws, in all jurisdictions 
where the same is required, complying in all material respects with all applicable Laws on the date 
of mailing thereof and containing full, true and plain disclosure of all material facts relating to the 
Arrangement and TELUS and not containing any misrepresentation, as defined under such 
applicable Laws, with respect thereto; 


(iii) solicit proxies for the approval of the TELUS Arrangement Resolution in accordance with the 
Joint Proxy Circular and the Interim Orders; 


(iv) convene the TELUS Meeting and distribute copies of this Agreement (or a written summary 
thereof prepared by TELUS in form and substance reasonably satisfactory to BC TELECOM), in 
each case as ordered by the Interim Orders; 
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(v) provide notice to BC TELECOM of the TELUS Meeting and allow BC TELECOM’s 
representatives to attend the TELUS Meeting unless such attendance is prohibited by the Interim 
Orders; 


(vi) conduct the TELUS Meeting in accordance with the Interim Orders, the by-laws of TELUS and 
any instrument governing such meeting, as applicable, and as otherwise required by applicable 
Laws; 


(vii) approve the Arrangement as the holder of two MergeCo Common Shares, cause MergeCo to do 
all things necessary to be done by it to complete the Plan of Arrangement and cause MergeCo to 
do all things as may be necessary to fully perform and carry out the terms and intent hereof; and 


(viii) cause MergeCo to approve the Arrangement as the sole shareholder of AcquisitionCo and cause 
AcquisitionCo to do all things necessary to be done by it to complete the Plan of Arrangement; 


(c) in a timely and expeditious manner, prepare (in consultation with BC TELECOM) and file any 
mutually agreed (or otherwise required by applicable Laws) amendments or supplements to the Joint 
Proxy Circular with respect to the TELUS Meeting and mail the same as required by the Interim 
Orders and in accordance with all applicable Laws, in all jurisdictions where the same is required, 
complying in all material respects with all applicable legal requirements on the date of mailing thereof; 


(d) subject to the approval of the Arrangement at the TELUS Meeting in accordance with the provisions 
of the Interim Orders and subject to Section 6.4, forthwith proceed with and diligently prosecute an 
application for the applicable Final Order; 


(e) forthwith carry out the terms of the Interim Orders and the Final Orders and, subject to the receipt of 
the Final Orders, the satisfaction of the conditions precedent in favour of TELUS and the receipt of 
the written confirmation of BC TELECOM that the conditions precedent in favour of BC TELECOM 
have been satisfied and subject to Section 6.4, file Articles of Arrangement and the Final Orders with 
the Registrar in order for the Arrangement to become effective; 


(f) except for proxies and other non-substantive communications, furnish promptly to BC TELECOM a 
copy of each notice, report, schedule or other document or communication delivered, filed or received 
by TELUS in connection with the Arrangement or the Interim Order, the TELUS Meeting or any 
other meeting of TELUS security holders or class of security holders which all such holders, as the case 
may be, are entitled to attend, any filings under applicable. Laws and any dealings with regulatory 
agencies in connection with, or in any way affecting, the transactions contemplated herein; 


(g) in a timely and expeditious manner, provide to BC TELECOM all information as may be reasonably 
requested by BC TELECOM or as required by the Interim Order or applicable Laws with respect to 
TELUS and its Subsidiaries and their respective businesses and properties; 


(h) prepare and file with all applicable securities commissions or similar securities regulatory authorities of 
Canada all necessary applications to seek exemptions, if required, from the prospectus, registration and 
other requirements of the applicable securities laws of Canada and the federal and state securities laws 
of the United States for the issue by MergeCo of MergeCo Common Shares and MergeCo Non-Voting 
Shares pursuant to the Arrangement and the resale of such shares (other than by control persons and 
subject to requirements of general application); and 


(i) to the extent within its power, forthwith carry out the terms of the Final Orders. 


5.11 Covenants of BC TELECOM 


BC TELECOM covenants and agrees that, except as contemplated in this Agreement or pursuant to the 
Arrangement, until the Effective Date or the day upon which this Agreement is terminated, whichever is earlier, 
it will: 


(a) in a timely and expeditious manner, file, proceed with and diligently prosecute an application to the 
BC Court for the Interim Order with respect to the Arrangement on behalf of BC TELECOM, 
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provided that notwithstanding the foregoing, the Parties agree to consult regarding seeking the Interim 
Order and mailing the Joint Proxy Circular; 


(b) in a timely and expeditious manner: 
(i) forthwith carry out the terms of the Interim Orders; 


(ii) prepare, in consultation with TELUS, and file a Joint Proxy Circular with respect to the 
BC TELECOM Meeting and the TELUS Meeting with respect to the approval of the 
Arrangement in all jurisdictions where the same is required to be filed and mail the same as 
ordered by the Interim Orders and in accordance with all applicable Laws, in all jurisdictions 
where the same is required, complying in all material respects with all applicable Laws on the date 
of mailing thereof and containing full, true and plain disclosure of all material facts relating to the 
Arrangement and BC TELECOM and not containing any misrepresentation, as defined under 
such applicable Laws, with respect thereto; 


(iii) solicit proxies for the approval of the BC TELECOM Arrangement Resolution in accordance with 
the Joint Proxy Circular and the Interim Orders; 


(iv) convene the BC TELECOM Meeting and distribute copies of this Agreement (or a written 
summary thereof prepared by BC TELECOM in form and substance reasonably satisfactory to 
TELUS), in each case as ordered by the Interim Orders; 


(v) provide notice to TELUS of the BC TELECOM Meeting and allow TELUS representatives to 
attend the BC TELECOM Meeting unless such attendance is prohibited by the Interim Orders; 


(vi) conduct the BC TELECOM Meeting in accordance with the Interim Orders, the by-laws of 
BC TELECOM and any instrument governing such meeting, as applicable, and as otherwise 
required by applicable Laws; 


(vii) approve the Arrangement as the holder of one MergeCo Common Share, cause MergeCo to do all 
things necessary to be done by it to complete the Plan of Arrangement and cause MergeCo to do 
all things as may be necessary to fully perform and carry out the terms and intent hereof; and 


(viii) cause MergeCo to approve the Arrangement as the sole shareholder of AcquisitionCo and cause 
AcquisitionCo to do all things necessary to be done by it to complete the Plan of Arrangement; 


(c) in a timely and expeditious manner, prepare (in consultation with TELUS) and file any mutually 
agreed (or otherwise required by applicable Laws) amendments or supplements to the Joint Proxy 
Circular with respect to the BC TELECOM Meeting and mail the same as required by the Interim 
Orders and in accordance with all applicable Laws, in all jurisdictions where the same is required, 
complying in all material respects with all applicable legal requirements on the date of mailing thereof; 


(d) subject to the approval of the Arrangement at the BC TELECOM Meeting in accordance with the 
provisions of the Interim Orders and subject to Section 6.4, forthwith proceed with and diligently 
prosecute an application for the Final Orders; 


(e) forthwith carry out the terms of the Interim Orders and the Final Orders and, subject to the receipt of 
the Final Orders, the satisfaction of the conditions precedent in favour of BC TELECOM and the 
receipt of the written confirmation of TELUS that the conditions precedent in favour of TELUS have 
been satisfied and subject to Section 6.4, file Articles of Arrangement and the Final Orders with the 
Director in order for the Arrangement to become effective; 


(f) except for proxies and other non-substantive communications, furnish promptly to TELUS a copy of 
each notice, report, schedule or other document or communication delivered, filed or received by 
BC TELECOM in connection with the Arrangement or the Interim Orders, the BC TELECOM 
Meeting or any other meeting of BC TELECOM security holders or class of security holders which all 
such holders, as the case may be, are entitled to attend, any filings under applicable Laws and any 
dealings with regulatory agencies in connection with, or in any way affecting, the transactions 
contemplated herein; 


B-21 


(g) in a timely and expeditious manner, provide to TELUS all information as may be reasonably requested 
by TELUS or as required by the Interim Orders or applicable Laws with respect to BC TELECOM 
and its Subsidiaries and their respective businesses and properties; 


(h) prepare and file with all applicable securities commissions or similar securities regulatory authorities of 
Canada all necessary applications to seek exemptions, if required, from the prospectus, registration and 
other requirements of the applicable securities laws of Canada and the federal and state securities laws 
of the United States for the issue by MergeCo of MergeCo Common Shares and MergeCo Non-Voting 
Shares, pursuant to the Arrangement and the resale of such shares (other than by control persons and 
subject to requirements of general application); 


(i) to the extent within its power, forthwith carry out the terms of the Final Orders; and 


(j) furnish promptly to TELUS, a copy of each notice, report, schedule or other document or 
communication delivered or received by BC TELECOM in connection with the Heads of Agreement 
or the Technology Agreement and shall neither amend the Heads of Agreement nor settle, execute or 
deliver the Technology Agreement without the prior written consent of TELUS, such consent not to be 
unreasonably withheld. 


5.12 Indemnification of Directors and Officers, Corporate Indemnities and Insurance 


(a) For a period of six years after the Effective Date, MergeCo shall (i) maintain in effect the current or 
substantially similar (subject to any changes required by applicable law) provisions regarding 
indemnification of officers and directors contained in the constating documents. of BC TELECOM and 
TELUS and their respective Subsidiaries and any directors, officers or employees indemnification 
agreements of BC TELECOM, TELUS and their respective Subsidiaries; (ii) maintain in effect the 
current policies of directors’ and officers’ liability insurance and fiduciary liability insurance maintained 
by BC TELECOM and TELUS and their respective Subsidiaries (provided that MergeCo may 
substitute therefor policies of at least the same coverage and amounts containing terms and conditions 
which are, in the aggregate, no less advantageous to the insured in any material respect) with respect to 
claims arising from facts or events which occurred on or before the Effective Date, and (iii) indemnify 
the directors and officers of BC TELECOM and TELUS and their respective Subsidiaries to the fullest 
extent to which BC TELECOM and TELUS and their respective Subsidiaries are permitted to 
indemnify such officers and directors under their respective charters and bylaws and applicable law. 
MergeCo hereby unconditionally and irrevocably guarantees for the benefit of such directors, officers 
and employees the obligations of BC TELECOM and TELUS and their respective Subsidiaries under 
the foregoing indemnification arrangements. 


(b) The provisions of this Section 5.12 are (i) for the benefit of, and shall be enforceable by, each 
indemnified party, his heirs, executors, administrators and other legal representatives and (ii) are in 
addition to, and not in substitution for, any other rights to indemnification or contribution that any 
such person may have by contract or otherwise, and such rights shall be held by MergeCo in trust for 
such person provided however that no approval of any beneficiary of such trust shall be required in 
connection with an amendment or variation of this Section 5.12 prior to the Effective Date. 


5.13 Covenants Regarding TELUS Cable Holdings Inc. 


Each of BC TELECOM, TELUS and MergeCo covenant and agree that they shall not do any acts pursuant 
to the Arrangement or thereafter which would have the effect of controlling or influencing the programming 
decisions of TELUS Cable Holdings Inc. (“TELUS Cable”) for so long as the existing broadcasting license held 
by TELUS Cable (issued pursuant to Decision CRTC 97-193) remains in force and effect. Each of 
BC TELECOM, TELUS and MergeCo further covenant and agree that from the Effective Date to May 31, 
1999, the business and affairs of TELUS Cable (or its successors) will be managed and directed by the members 
of the board of directors of TELUS Cable (or its successors) immediately prior to the Effective Date. 
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5.14 Merger of Covenants 


The covenants set out in this Agreement, except for Sections 5.12, 5.13 and 6.6 shall not survive the 
completion of the Arrangement, and shall expire and be terminated without recourse between the Parties upon 
such completion. 


ARTICLE 6 
CONDITIONS 


6.1 Mutual Conditions 


The obligations of TELUS and BC TELECOM to complete the transactions contemplated hereby are 
subject to fulfilment of the following conditions on or before the Effective Date or such other time as is specified 


below: 


(a) 


(b) 


(c) 


(d) 


(e) 


(f) 


(g) 


the Interim Orders shall have been granted in form and substance satisfactory to TELUS and 
BC TELECOM, acting reasonably, and shall not have been set aside or modified in a manner 
unacceptable to such Parties, acting reasonably, on appeal or otherwise; 


the TELUS Arrangement Resolution and the BC TELECOM Arrangement Resolution set forth in the 
Joint Proxy Circular shall have been passed at the TELUS Meeting and at the BC TELECOM Meeting 
in accordance with the Interim Orders; 


the Final Orders shall have been granted in form and substance satisfactory to TELUS and 
BC TELECOM, acting reasonably, and shall not have been set aside or modified in a manner 
unacceptable to such Parties, acting reasonably, on appeal or otherwise; 


the Effective Date shall be on or before September 30, 1999, subject to any extension up to 
sixty (60) days from September 30, 1999, available to a Party pursuant to Section 6.4; 


there shall be no action taken under any Law or by any Governmental Entity, that: 


(i) makes it illegal or otherwise directly or indirectly restrains, enjoins or prohibits the Arrangement 
or any other transactions or agreements contemplated herein; 


(ii) results in a judgment or assessment of damages, directly or indirectly, relating to the transactions 
or agreements contemplated herein which is materially adverse; or 


(iii) would impose any condition or restriction upon MergeCo or its Subsidiaries (after giving effect to 
the Arrangement) which would so materially adversely impact the economic or business benefits 
of the transactions contemplated by this Agreement, and the subsequent business combination of 
BC TELECOM and TELUS, as to render inadvisable the consummation of the Arrangement; 


consents, waivers, permits, orders and approvals of any Governmental Entity (other than as 
contemplated in Section 6.1(g)) or other person, and the expiry of any waiting periods, in connection 
with, or required to permit, the consummation of the Arrangement, the failure of which to obtain or 
the non-expiry of which would be materially adverse to BC TELECOM or TELUS, as the case may be, 
or materially impede the completion of the Arrangement, shall have been obtained or received on 
terms that will not have a material adverse effect to either BC TELECOM or TELUS and reasonably 
satisfactory evidence thereof shall have been delivered to each Party; 


the relevant waiting period in section 123 of the Competition Act shall have expired and (i) an advance 
ruling certificate (“ARC”) pursuant to section 102 of the Competition Act shall have been issued by the 
Director of Investigation and Research (“Comp. Act Director’) appointed under the Competition Act; 
or (ii) a “no action letter” satisfactory to BC TELECOM and TELUS, acting reasonably, indicating 
that the Comp. Act Director has determined not to make an application for an order under section 92 
of the Competition Act shall have been received from the Comp. Act Director, and any terms and 
conditions attached to any such letter shall be acceptable to BC TELECOM and TELUS acting 
reasonably; or (ii) in the event that no ARC or “no action” letter is issued, there shall be no threatened 
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(h) 


(i) 


() 


(k) 


or actual application by the Comp. Act Director for an order under section 92 or 100 of the 
Competition Act; 


the MergeCo Common Shares and MergeCo Non-Voting Shares, issuable pursuant to the 
Arrangement shall have been conditionally approved for listing on The Toronto Stock Exchange 
subject to the filing of required documentation, any required prospectus exemptions shall have been 
obtained and such securities shall not be subject to resale restrictions in Canada or under the federal 
and state securities laws of the United States other than in respect of control persons and subject to 
requirements of general application; 


the auditors of BC TELECOM and TELUS shall have reaffirmed in writing, immediately prior to the 
mailing of the Joint Proxy Circular and immediately prior to the Effective Date, without material 
amendment, their opinions delivered under Section 5.1 and no Canadian securities regulator shall have 
objected to the Combination being accounted for as a pooling of interests under Canadian general 
accepted accounting principles; 


the Governance Arrangements in respect of MergeCo to be implemented prior to the Effective Date 
shall have been carried out as agreed in Schedule D; and 


the holders of not more than 5% of the issued and outstanding BC TELECOM Shares or the holders 
of not more than 5% of the issued and outstanding TELUS Shares, shall have exercised rights of 
dissent in relation to the Arrangement and have not withdrawn such dissents. 


The foregoing conditions are for the mutual benefit of TELUS and BC TELECOM and may be waived, in 
whole or in part, by TELUS and/or BC TELECOM at any time. If any of the’ said conditions precedent shall not 
be complied with or waived as aforesaid on or before the date required for the performance thereof, either 
TELUS or BC TELECOM may rescind and terminate this Agreement by written notice to the other Party 
(provided such non-compliance did not arise from the acts or omissions of the Party purporting to rescind and 
terminate this Agreement) and shall have no other right or remedy, except as set forth in Article 8 or 9. 


6.2 TELUS Conditions 


The obligation of TELUS to complete the transactions contemplated herein is subject to the fulfilment of 
the following conditions on or before the Effective Date or such other time as specified below: 


(a) 


(b) 


(c) 


the representations and warranties made by BC TELECOM in this Agreement shall, in the reasonable 
judgment of TELUS, be true and correct .as of the Effective Date as if made on and as of such date 
(except to the extent such representations and warranties speak as of an earlier date or except as 
affected by transactions contemplated or permitted by this Agreement or except for any failures or 
breaches of representations and warranties which individually or in the aggregate would not have, or 
would not reasonably be expected to have, a material adverse effect on BC TELECOM or materially 
impede the completion of the Arrangement or the transactions contemplated by this Agreement), and 
BC TELECOM shall have provided to TELUS the certificate of two qualified officers of 
BC TELECOM certifying such accuracy on the Effective Date; 


BC TELECOM shall have complied with its covenants herein, except to the extent the failure, in the 
reasonable judgment of TELUS, to comply with such covenants has not had, or would not reasonably 
be expected to have, individually or in the aggregate a material adverse effect on BC TELECOM or 
materially impede the completion of the Arrangement or the transactions contemplated by this 
Agreement, and BC TELECOM shall have provided to TELUS the certificate of two qualified officers 
of BC TELECOM certifying that BC TELECOM has so complied with its covenants herein; and 


from the date hereof and up to and including the Effective Date, there shall have been no change, 
effect, event, occurrence or change in state of facts which has had or, in the reasonable judgment of 
TELUS has or would reasonably be expected to have, a material adverse effect on BC TELECOM. 


The foregoing conditions precedent are for the benefit of TELUS and may be waived, in whole or in part, 
by TELUS in writing at any time. If any of the said conditions shall not be complied with or waived by TELUS 
on or before the date required for their performance and provided such non-compliance did not arise from the 
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acts or omissions of TELUS, then TELUS may rescind and terminate this Agreement by written notice to 
BC TELECOM and shall have no other right or remedy against BC TELECOM, except as set forth in Article 8 
or 9. 


6.3 BC TELECOM Conditions 


The obligation of BC TELECOM to complete the transactions contemplated herein is subject to the 
fulfilment of the following conditions on or before the Effective Date or such other time as specified below: 


(a) the representations and warranties made by TELUS in this Agreement shall be, in the reasonable 
judgement of BC TELECOM, true and correct as of the Effective Date as if made on and as of such 
date (except to the extent such representations and warranties speak as of an earlier date or except as 
affected by transactions contemplated or permitted by this Agreement or except for any failures or 
breaches of representations and warranties which individually or in the aggregate would not have, or 
would not reasonably be expected to have, a material adverse effect on TELUS or materially impede 
the completion of the Arrangement or the transactions contemplated by this Agreement), and TELUS 
shall have provided to BC TELECOM the certificate of two qualified officers of TELUS certifying 
such accuracy on the Effective Date; 


(b) TELUS shall have complied with its covenants herein, except to the extent the failure, in the 
reasonable judgment of BC TELECOM, to comply with such covenants has not had, or would not 
reasonably be expected to have, individually or in the aggregate a material adverse effect on TELUS or 
materially impede the completion of the Arrangement or the transactions contemplated by this 
Agreement, and TELUS shall have provided to BC TELECOM the certificate of two qualified officers 
of TELUS certifying that TELUS has so complied with its covenants herein; and 


(c) from the date hereof and up to and including the Effective Date, there shall have been no change, 
effect, event, occurrence or change in state of facts which has had or in the reasonable judgment of 
BC TELECOM has or would reasonably be expected to have, a material adverse effect on TELUS. 


The foregoing conditions precedent are for the benefit of BC TELECOM and may be waived, in whole or 
in part, by BC TELECOM in writing at any time. If any of the said conditions shall not be complied with or 
waived by BC TELECOM on or before the date required for their performance and provided such 
non-compliance did not arise from the acts or omissions of BC TELECOM, then BC TELECOM may rescind 
and terminate this Agreement by written notice to TELUS and shall have no other right or remedy against 
TELUS, except as set forth in Article 8 or 9. 


6.4 Notice and Cure Provisions 


Each Party will give prompt notice to the other of the occurrence, or failure to occur, at any time from the 
date hereof until the Effective Date, of any event or state of facts which occurrence or failure would, or would be 
likely to: 


(a) cause any of the representations or warranties of any Party contained herein to be untrue or inaccurate 
in any material respect on the date hereof or at the Effective Date; or 


(b) result in the failure to comply with or satisfy any covenant, condition or agreement to be complied with 
or Satisfied by any Party hereunder prior to the Effective Date. 


No Party may elect not to complete the transactions contemplated hereby pursuant to the conditions 
precedent contained in Sections 6.1, 6.2 and 6.3 or any termination right arising therefrom and no payments are 
payable as a result of such election pursuant to Section 8.1, 8.2 or 8.3 unless forthwith and in any event prior to 
the filing of the Articles of Arrangement for acceptance by the Director and the, Registrar, the Party intending to 
rely thereon has delivered a written notice to the other Party specifying in reasonable detail all breaches of 
covenants, representations and warranties or other matters which the Party delivering such notice is asserting as 
the basis for the non-fulfilment or the applicable condition precedent or termination right, as the case may be. If 
any such notice is delivered, provided that a Party is proceeding diligently to cure such matter and such matter is 
capable of being cured (except matters arising out of the failure to make appropriate disclosure in the disclosure 
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statements delivered on the date of execution of this agreement pursuant to Section 1.10 hereof) no Party may 
terminate this Agreement until the later of September 30, 1999 and the expiration of a period of 60 days from 
such notice. If such notice has been delivered prior to the date of the BC TELECOM Meeting and the TELUS 
Meeting, such meetings shall be postponed until the' expiry of such period. If such notice has been delivered 
prior to the making of the applications for Final Orders or the filing of the Articles of Arrangement with the 
Director or the Registrar, such applications and such filings shall be postponed until the expiry of such period. 


6.5 Merger of Conditions 


The conditions set out in Sections 6.1, 6.2 and 6.3 shall be conclusively deemed to have been satisfied, 
waived or released upon the joint filing of Articles of Arrangement, as contemplated by this Agreement, and the 
issuance of a certificate of arrangement in respect thereof under the CBCA. Notwithstanding the foregoing, the 
covenants set forth in Sections 5.12, 5.13 and 6.6 shall survive the joint filing of Articles of Arrangement, as 
contemplated by this Agreement, and the issuance of a certificate of arrangement in respect thereof under the 
CBCA. 


6.6 Post Arrangement Transactions 


Immediately following the Effective Time, MergeCo will appoint the committees and officers as set forth or 
determined as contemplated in the Governance Arrangements on or prior to the Effective Time, MergeCo will 
execute and deliver the Long-Term Relationship Agreement; and TELUS will assign all of its right, title and 
interest in the TELUS Corporation Performance Share Unit Plan (the “TELUS PSU”) to MergeCo and 
MergeCo shall accept such assignment and assume all obligations of TELUS thereunder and under performance 
share units previously granted thereunder, subject to adjustments made to the TELUS PSU and units 
thereunder by the board of directors of TELUS pursuant to section 11(b) of the TELUS PSU to reflect the 
transactions contemplated by the Arrangement and the TELUS Exchange Ratio. 


6.7 Elective Rollover Alternative 


At the request of a BC TELECOM Shareholder or a TELUS Shareholder who receives MergeCo Common 
Shares or MergeCo Non-Voting Shares from MergeCo as part of the Arrangement, MergeCo will jointly elect 
with the holder under subsection 85(1) of the Tax Act or under any similar provincial legislation so as to permit 
such holder to elect proceeds of disposition for tax purposes of the holder’s BC TELECOM Common Shares or 
TELUS Common Shares, as the case may be, disposed of to MergeCo within the limits specified in the 
applicable legislation. BC TELECOM Shareholders or TELUS Shareholders who wish to make such an election 
under subsection 85(1) of the Tax Act or under any similar provincial legislation must obtain, complete and 
execute the necessary election forms and forward the signed forms, together with a return address, to MergeCo 
at the address specified in the Joint Circular. MergeCo will in turn, sign the forms and mail them to the holder 
within 45 days of their receipt by MergeCo to the holder for filing with Revenue Canada, Taxation or any 
provincial taxing authority. MergeCo will not be liable for any loss or damage resulting from the late filing of any 
election form or from the invalidation of any election form unless such late filing or invalidation is solely 
attributable to any act or omission of MergeCo. 


ARTICLE 7 
AMENDMENT 
7.1 Amendment 


This Agreement and the Plan of Arrangement may, at any time and from time to time before or after the 
holding of the BC TELECOM and TELUS Meetings, be amended by agreement, and any such amendment may, 
without limitation: 


(a) change the time for performance of any of the obligations or acts of the Parties; 


(b) waive any inaccuracies or modify any representation contained herein or in any document delivered 
pursuant hereto; 
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(c) waive compliance with or modify any of the covenants herein contained and waive or modify 
performance of any of the obligations of the Parties; and 


(d) waive compliance with or modify any conditions precedent herein contained; 


provided that: (i) notwithstanding the foregoing, following the receipt of TELUS Shareholder approval, the 
number of MergeCo Common Shares and MergeCo Non-Voting Shares which the TELUS Common 
Shareholders shall have the right to receive on the Arrangement may not be decreased or the number of 
MergeCo Common Shares and MergeCo Non-Voting Shares which the BC TELECOM Common Shareholders 
shall have the right to receive on the Arrangement may not be increased without the further approval of the 
TELUS Shareholders given in the same manner as required for the approval of the Arrangement or as may be 
ordered by the Alberta Court; and (ii) notwithstanding the foregoing, following the receipt of BC TELECOM 
Shareholder approval, the number of MergeCo Common Shares and MergeCo Non-Voting Shares which the 
BC TELECOM Common Shareholders shall have the right to receive on the Arrangement may not be 
decreased or the number of MergeCo Common Shares and MergeCo Non-Voting Shares which TELUS 
Common Shareholders shall have the right to receive on the Arrangement may not be increased without the 
further approval of the BC TELECOM Shareholders given in the same manner as required for the approval of 
the Arrangement or as may be ordered by the BC Court. 


ARTICLE 8 
AGREEMENT AS TO COMPENSATION AND OTHER ARRANGEMENTS 
8.1 BC TELECOM Compensation 
(1) If at any time after the execution of this Agreement: 


(a) a bona fide Acquisition Proposal. is publicly announced, proposed, offered or made to the 
shareholders of TELUS or to TELUS, and such Acquisition Proposal: (i) has been accepted; or 
(ii) has not expired or been withdrawn at the time of the TELUS Meeting and the TELUS 
Shareholders do not approve the Arrangement; 


(b) any person (or group of persons acting in concert) acquires more than 10% of the TELUS 
Common Shares on or before the Effective Date, and as a result thereof or in connection 
therewith a condition set forth in Section 6.1 or Section 6.3 is not (or is determined by 
BC TELECOM, acting reasonably, not to be) capable of being satisfied and the Arrangement is as 
a result not completed and further provided that such person (or group of persons acting in 
concert), within 12 months of the date of termination of this Agreement either: (i) acquires, 
whether by way of an Acquisition Proposal or otherwise, additional TELUS Common Shares such 
that such person (or group of persons acting in concert) then holds more than 40% of the then 
issued and outstanding TELUS Common Shares; or (ii) completes or agrees with TELUS to 
complete a merger, amalgamation, business combination or sale of material assets involving 
TELUS or any Material Subsidiaries of TELUS; or 


(c) the Board of Directors of TELUS has withdrawn, qualified or changed any of its 
recommendations or determinations referred to in Section 2.4(a) in a manner adverse to 
BC TELECOM or shall have, resolved to do so prior to the Effective Date; 


(each of the above being a “BC TELECOM Payment Event”), then TELUS shall pay to 
BC TELECOM $130 million in immediately available funds to an account designated by 
BC TELECOM within one business day after the first to occur of the events described above. 


(2) In circumstances in which: (i) Section 8.1(1) or 8.3(b) apply; or (ii) the TELUS Shareholders do not 
approve the Arrangement despite the Board of Directors of TELUS not having withdrawn, qualified or 
changed any of its recommendations or determinations referred to in Section 2.4(a) in a manner 
adverse to BC TELECOM or resolving to do so prior to the Effective Date; then TELUS shall pay to 
BC TELECOM an amount equal to its expenses in connection with the transactions as agreed by the 
Parties in writing by letter dated October 19, 1998 (the “BC TELECOM Reimbursement Payment”) in 
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immediately available funds to an account designated by BC TELECOM within one business day after 
the first to occur of the events described above. 


(3) Notwithstanding anything to the contrary contained herein, if a payment has been made under any of 
Section 8.1(1)(a), (b) or (c) above or Section 8.3(b), no further payment shall be required under 
Section 8.1(1)(a), (b) or (c) or Section 8.3(b). 


8.2 TELUS Compensation 
(1) If at any time after the execution of this Agreement: 


(a) a bona fide, Acquisition Proposal is publicly announced, proposed, offered or made to the 
shareholders of BC TELECOM or to BC TELECOM, and such Acquisition Proposal: (i) has been 
accepted; or (ii) has not expired or been withdrawn at the time of the BC TELECOM Meeting 
and the BC TELECOM Shareholders do not approve the Arrangement; 


(b) any person (or group of persons acting in concert), other than GTE or any of its affiliates or any of 
their respective successors or assigns, acquires more than 10% of the BC TELECOM Common 
Shares on or before the Effective Date and as a result thereof or in connection therewith a 
condition set forth in Section 6.1 or Section 6.2 is not (or is determined by TELUS, acting 
reasonably, not to be) capable of being satisfied and the Arrangement is as a result not completed 
and further provided that such person (or group of persons acting in concert) within 12 months of 
the date of termination of this Agreement either: (i) acquires, whether by way of an Acquisition 
Proposal or otherwise, additional BC TELECOM Common Shares such that such person (or 
group of persons acting in concert) then holds more than 40% of the then issued and outstanding 
BC TELECOM Common Shares; or (ii) completes or agrees with BC TELECOM to complete a 
merger, amalgamation, business combination or sale of material assets involving BC , TELECOM 
or any Material Subsidiary of BC TELECOM; or 


(c) the Board of Directors of BC TELECOM has withdrawn, qualified or changed any of its 
recommendations or determinations referred to in Section 2.5(b) in a manner adverse to TELUS 
or shall have resolved to do so prior to the Effective Date; 


(each of the above being a “TELUS Payment Event”), then BC TELECOM shall pay to TELUS 
$130 million as liquidated damages in immediately available funds to an account designated by TELUS 
within one business day after the first to occur of the events described above. 


(2) In circumstances in which: (i) Section 8.2(1) or 8.3(a) apply; or (ii) the BC TELECOM Shareholders 
do not approve the Arrangement despite the Board of Directors of BC TELECOM not having 
withdrawn, qualified or changed any of its recommendations or determinations referred to in 
Section 2.5(b) in a manner adverse to TELUS or resolving to do so prior to the Effective Date; then 
BC TELECOM shall pay to TELUS an amount equal to its expenses in connection with the 
transactions contemplated by this Agreement as agreed by the Parties in writing by letter dated 
October 19, 1998 (the “TELUS Reimbursement Payment”) in immediately available funds to an 
account designated by TELUS within one business day after the first to occur of the events described 
above. 


(3) Notwithstanding anything to the contrary contained herein, if a payment has been made under any of 
Section 8.2(1)(a), (b) or (c) above or Section 8.3(a), no further payment shall be required under 
Section 8.2(1)(a), (b) or (c) or Section 8.3(a). 


8.3 Liquidated Damages 


(a) Subject to any applicable cure period under Section 6.4, if this Agreement is terminated pursuant to 
Section 9.1(b) as a result of the circumstances described in Section 6.2(a) or Section 6.2(b), then 
BC TELECOM shall, promptly following such termination, pay to TELUS $130 million as liquidated 
damages in immediately available funds within one business day after such termination to an account 
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designated by TELUS. If a payment has been made under Section 8.2(1)(a), (b) or (c) above as 
required, no payment shall be required under this Section 8.3(a). 


(b) Subject to any applicable cure period under Section 6.4, if this Agreement is terminated pursuant to 
Section 9.1(b) as a result of the circumstances described in Section 6.3(a) or Section 6.3(b), then 
TELUS shall, promptly following such termination, pay to BC TELECOM $130 million as liquidated 
damages in immediately available funds within one business day after such termination to an account 
designated by BC TELECOM. If a payment has been made under Section 8.1(1)(a), (b) or (c) above as 
required, no payment shall be required under this Section 8.3(b). 


(c) Each Party acknowledges that the amounts set out in this Section 8.3 represent liquidated damages 
which are a genuine pre-estimate of the damages, including opportunity costs, which the Party entitled 
to such damages will suffer or incur as a result of the event giving rise to such damages and resultant 
termination of this Agreement, and are not penalties. Each Party irrevocably waives any right it may 
have to raise as a defence that any such liquidated damages are excessive or punitive. 


8.4 Limited Remedy 


For greater certainty, the Parties agree that the compensation or damages to be received pursuant to this 
Article 8 is the sole remedy in compensation or damages of the party receiving such payment. Nothing herein 
shall preclude a Party from seeking injunctive relief to restrain any breach or threatened breach of the covenants 
or agreements set forth in this Agreement or the Non-Disclosure Agreement or otherwise to obtain specific 
performance of any of such act, covenants or agreements, without the necessity of posting bond or security in 
connection therewith. 


8.5 Options to BC TELECOM and TELUS 


On October 19, 1998, TELUS and BC TELECOM executed and delivered Option Agreements pursuant to 
which BC TELECOM was granted the option to purchase TELUS Common Shares and TELUS was granted 
the option to purchase BC TELECOM Common Shares, each upon the terms and subject to the conditions 
contained therein. 


ARTICLE 9 
TERMINATION 
9.1 Termination 
This Agreement may be terminated at any time prior to the Effective Date: 
(a) by mutual written consent of BC TELECOM and TELUS; 
(b) as provided in Sections 6.1, 6.2 and 6.3, subject to the right to cure pursuant to Section 6.4; 


(c) by BC TELECOM upon the occurrence of a BC TELECOM Payment Event as provided in Section 8.1 
provided that in the event of a BC TELECOM Payment Event provided for in Section 8.1(1)(a)(ii), 
this Agreement may not be terminated by BC TELECOM unless TELUS Shareholders do not approve 
the Arrangement; 


(d) by TELUS upon the occurrence of a TELUS Payment Event as provided in Section 8.2 provided that in 
the event of a TELUS Payment Event provided for in Section 8.2(1)(a)(ii), this Agreement may not be 
terminated by TELUS unless the BC TELECOM Shareholders do not approve the Arrangement; 


(e) by BC TELECOM upon the acceptance of an Acquisition Proposal pursuant to, and in accordance 
with, Section 5.6 or Section 8.2(1)(a) (and provided payment of the TELUS Reimbursement Payment 
and the applicable amounts under Section 8.2(1) to TELUS have been made); and 


(f) by TELUS upon the acceptance of an Acquisition Proposal pursuant to, and in accordance with, 
Section 5.6 or Section 8.1(1)(a) (and provided payment of the BC TELECOM Reimbursement 
Payment and the applicable amounts under Section 8.1(1) to BC TELECOM have been made). 
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In the event of the termination of this Agreement in the circumstances set out in paragraphs (a) through 
(f) of this Section 9.1, this Agreement shall forthwith become void and neither Party shall have any liability or 
further obligation to the other Party hereunder, except with respect to the obligations set forth in Article 8 which 
shall survive such termination and except for the obligations set forth in Section 5.8 which shall survive until the 
first anniversary of such termination. In the event of termination, the Arrangement and Plan of Arrangement 
shall be terminated without any TELUS Common Shares being exchanged. Nothing contained in this Section 9.1 
or Article 8, including the payment of an amount under Article 8, shall, however, relieve or have the effect of 
resulting in relieving any Party in any way from liability for damages incurred or suffered by a Party as a result of 
a breach of this Agreement by a Party acting in bad faith intended and designed to prevent the conditions 
precedent to this Agreement’s completion from being satisfied. 


ARTICLE 10 
GENERAL 
10.1 Expenses 


(a) The Parties agree that, except as provided herein, all out-of-pocket third party transaction expenses of 
the Arrangement, including legal fees, financial advisor fees, regulatory filing fees, all disbursements by 
advisors and printing and mailing costs, shall be paid by the Party incurring such expenses. 


(b) BC TELECOM and TELUS represent and warrant to each other that, except for J. PR. Morgan & 
Co. Inc., TD Securities Inc. and CIBC Wood Gundy Inc. in the case of BC TELECOM and 
RBC Dominion Securities Inc. and Salomon Smith Barney in the case of TELUS, no broker, finder or 
investment banker is entitled to any brokerage, finder’s or other fee or commission, or to the 
reimbursement of any of its expenses, in connection with the Atrangement. Each Party to this 
Agreement has provided to the other Party a correct and complete copy of all agreements relating to 
the Arrangement between it and its financial advisors as are in existence at the date hereof and agrees 
not to amend the terms of any such agreements relating to the payment of fees and expenses without 
the prior written approval of the other Party. 


10.2 Notices 


Any notice, consent, waiver, direction or other communication required or permitted to be given under this 
Agreement by a Party to any other Party shall be in writing and may be given by delivering same or sending same 
by facsimile transmission or by delivery addressed to the Party to which the notice is to be given at its address for 
service herein. Any notice, consent, waiver, direction or other communication aforesaid shall, if delivered, be 
deemed to have been given and received on the date on which it was delivered to the address provided herein (if 
a business day, if not, the next succeeding business day) and if sent by facsimile transmission be deemed to have 
been given and received at the time of receipt unless actually received after 4:00 p.m. at the point of delivery in 
which case it shall be deemed to have been given and received on the next business day. 


The address for service of each of the parties hereto shall be as follows: 
(a) if to BC TELECOM: 


BC TELECOM Inc. 

21st Floor 

3777 Kingsway 

Burnaby, British Columbia 
V5H 3Z7 


Attention: Corporate Secretary 
Fax: (604) 432-5681 
with a copy to: 


Farris, Vaughan, Wills & Murphy 
2600 - 700 West Georgia Street 
Vancouver, B.C. 

VTY 1B3 

Attention: E.J. Harrison, Q.C. 
Fax: (604) 661-1739 
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(b) if to TELUS: 


TELUS Corporation 
10020 100th St. N.W. 
Edmonton, Alberta 
T5J ONS 


Attention: Corporate Secretary 
Fax: (403) 493-6542 


with a copy to: 


Bennett Jones 

Barristers and Solicitors 
4500, 855 - 2nd Street S.W. 
Calgary, Alberta 

T2P 4K7 


Attention: J. Douglas Foster 
Fax (403) 265-7219 


(c) if to MergeCo 


BCT.TELUS Communications Inc. 
c/o BC TELECOM Inc. 

21st Floor 

3777 Kingsway 

Burnaby, British Columbia 

V5H 327] 


Attention: Corporate Secretary 
Fax: (604) 432-5681 


and 


c/o TELUS Corporation 
10020 100th St. N.W. 
Edmonton, Alberta 

T5J ONS 


Attention: Corporate Secretary 
Fax: (403) 493-6542 


with a copy to: 


Farris, Vaughan, Wills & Murphy 
2600 - 700 West Georgia Street 
Vancouver, B.C. 

V7Y 1B3 


Attention: E.J. Harrison, Q.C. 
Fax: (604) 661-1739 
and with a copy to: 


Bennett Jones 

Barristers and Solicitors 
4500, 855 - 2nd Street S.W. 
Calgary, Alberta 

T2P 4K7 


Attention: J. Douglas Foster 
Fax (403) 265-7219 
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10.3 Time of Essence 


Time shall be of the essence in this Agreement. 


10.4 Entire Agreement 


This Agreement and the Non-Disclosure Agreement except for Sections 18 and 18A thereof, which are 
hereby terminated, constitute the entire agreement between the parties hereto and cancel and supersede all 
prior agreements and understandings between the parties with respect to the subject matter hereof. 


10.5 Further Assurances 


Each Party hereto shall, from time to time, and at all times hereafter, at the request of the other Party 
hereto, but without further consideration, do all such further acts and execute and deliver all such further 
documents and instruments as shall be reasonably required in order to fully perform and carry out the terms and 
intent hereof. 


10.6 Governing Law 


This Agreement shall be governed by, and be construed in accordance with, the laws of the Province of 
Alberta and the laws of Canada. Each Party hereto hereby irrevocably attorns to the non-exclusive jurisdiction of 
the Courts of the Province of British Columbia and Alberta in respect of all matters arising under or in relation 
to this Agreement. 


, 


10.7 Execution in Counterparts 

This Agreement may be executed in identical counterparts, each of which is and is hereby conclusively 
deemed to be an original and the counterparts collectively are to be conclusively deemed to be one instrument. 
10.8 Waiver 

No waiver by any Party hereto shall be effective unless in writing and any waiver shall affect only the matter, 
and the occurrence thereof, specifically identified and shall not extend to any other matter or occurrence. 
10.9 Enurement and Assignment 


This Agreement shall enure to the benefit of and be binding upon the parties hereto and their respective 
successors and permitted assigns. This Agreement may not be assigned by any Party hereto without the prior 
written consent of the other Party hereto. 


IN WITNESS WHEREOF the parties hereto have executed this Agreement as of the date first above 
written. 


BC TELECOM INC. TELUS CORPORATION 

Per: “IAN D. MANSFIELD” Per: “GEORGE K. PETTY” 
Authorized Signatory Authorized Signatory 

Per: “JAMES W. PETERS” Per: “FRANK J. PARROTTA” 
Authorized Signatory Authorized Signatory 


BCT.TELUS COMMUNICATIONS INC. 


Per: “GEORGE K. PETTY” 
Authorized Signatory 
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SCHEDULE A 


PLAN OF ARRANGEMENT 


under the Canada Business Corporations Act 
and the Business Corporations Act (Alberta) 


concerning 


BC TELECOM Inc., TELUS Corporation, 
BCT.TELUS Communications Inc. and 3481646 Canada Inc. 


and 


the Holders of BC TELECOM Shares and 
the Holders of TELUS Shares 


Plan of Arrangement of BC TELECOM Inc. and its Shareholders 
under Section 192 of the 
Canada Business Corporations Act 


Plan of Arrangement of TELUS Corporation and its Shareholders 
under Section 186 of the 
Business Corporations Act (Alberta) 


ARTICLE 1 
INTERPRETATION 

1.1 Definitions 

In this Plan of Arrangement, unless the context should otherwise require, the following terms have the 
following meanings: 

“ABCA” means the Business Corporations Act, S.A. 1981, c. B-15, as amended; 

“AcquisitionCo” means 3481646 Canada Inc., a wholly-owned Subsidiary of MergeCo; 

“Alberta Court” means the Court of Queen’s Bench of Alberta; 


“Arrangement” means the arrangement in respect of BC TELECOM under the provisions of section 192 of 
the CBCA and the arrangement in respect of TELUS under the provisions of section 186 of the ABCA, on 
the terms and conditions set forth in the Plan of Arrangement; 


“Arrangement Agreement” means the amended and restated arrangement agreement dated October 27, 
1998, between BC TELECOM, TELUS and MergeCo as may be amended from time to time; 


“Articles of Arrangement” means the articles of arrangement in respect of the Arrangement in respect of 
BC TELECOM required by the CBCA to be sent to the Director and in respect of TELUS required by the 
ABCA to be sent to the Registrar, in each case, after the Final Order is made; 


“BC Court” means the Supreme Court of British Columbia; 

“BC TELECOM” means BC TELECOM Inc., a corporation incorporated under the CBCA; 
“BC TELECOM Common Shareholders” means the holders of BC TELECOM Common Shares; 
“BC TELECOM Common Shares” means the common shares in the capital of BC TELECOM; 


“BC TELECOM Dissenting Shareholders” mean the BC TELECOM Common Shareholders or the 
BC TELECOM Optionholders, as the case may be, who exercise their right to dissent in accordance with 
Article 4 hereof and who are ultimately entitled to be paid the fair value for such BC TELECOM Shares; 


“BC TELECOM Exchange Ratio” with respect to the BC TELECOM Shares, means one MergeCo Common 
Share or one MergeCo Non-Voting Share, as applicable, for each BC TELECOM Share as provided in this 
Plan of Arrangement; 


“BC TELECOM Meeting” means the meeting of BC TELECOM Shareholders as is required to be held in 
accordance with the Interim Order; 


“BC TELECOM Option Plans” means the BC TELECOM Share Option Plan and the BC TELECOM 
Long-Term Incentive Share Option Plan; 


“BC TELECOM Optionholders” means the holders of options under the BC TELECOM Option Plans; 


“BC TELECOM Shareholders” means the BC TELECOM Common Shareholders and the BC TELECOM 
Optionholders; 


“BC TELECOM Shares” mean the BC TELECOM Common Shares and the options under the 
BC TELECOM Option Plans; 
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“BC TELECOM Taxable Exchange Shareholder” means each Holder of BC TELECOM Common Shares 
who is: 


(a) a Non-Resident Shareholder, or 
(b) a Tax-Exempt Shareholder; 


“business day” means any day, other than Saturday, Sunday and a statutory holiday in the Provinces of 
Alberta or British Columbia; 


“CBCA” means the Canada Business Corporations Act, R.S.C. 1985, c. C-44, as amended; 


“Certificate of Arrangement” means the certificate of arrangement issued to BC TELECOM in respect of the 
Plan of Arrangement pursuant to the CBCA; 


“Certificate” means the Certificate of Arrangement; 
“Court” means either of the Alberta Court or the BC Court as the case may be; 


“Depository” means Montreal Trust Company of Canada, at the offices indicated in the Letters 
of Transmittal; 


“Director” means the Director appointed pursuant to Section 260 of the CBCA; 
“Effective Date” means the date indicated upon the Certificate; 
“Effective Time” means 11:59 p.m. (Pacific Standard Time) on the Effective Date; 


“Final Order” means the orders of the Alberta Court and the BC Court approving the Arrangement, as such 
orders may be amended at any time prior to the Effective Time; 


“Holder” means a Person who is the beneficial owner of securities and “Registered Holder” means the 
person whose name appears on the register of the relevant Party as the owner of securities; 


“Interim Orders” means the orders of the Alberta Court and the BC Court as the same may be amended, 
containing declarations, orders and directions in respect of BC TELECOM under the CBCA and in respect 
of TELUS under the ABCA, in each case, with respect to the Arrangement; 


“Joint Circular” means the joint management information circular to be prepared and sent to the 
BC TELECOM Shareholders and TELUS Shareholders in connection with the Meetings and in accordance 
with the Interim Orders; 


“Letters of Transmittal” means the letter forwarded by BC TELECOM to the BC TELECOM Common 
Shareholders and the letter forwarded by TELUS to the TELUS Common Shareholders concurrently with 
the forwarding of the Joint Circular for the Meetings; 


“Meetings” means the BC TELECOM Meeting and the TELUS Meeting; 


“MergeCo” means BCT.TELUS Communications Inc, a company incorporated under the BCCA, one 
MergeCo Common Share of which is owned by BC TELECOM and two MergeCo Common Shares of 
which are owned by TELUS; 


“MergeCo Common Shares” means the common shares in the capital of MergeCo; 
“MergeCo Non-Voting Shares” means the non-voting shares in the capital of MergeCo; 


“MergeCo Certificate” means a certificate that upon the Effective Date represents the MergeCo Common 
Shares or the MergeCo Non-Voting Shares, as the case may be; 


“Non-Resident Shareholder” means any Holder of BC TELECOM Common Shares or TELUS Common 
Shares, as the case may be, who is not resident in Canada for the purposes of the Tax Act; 


“Parties” means BC TELECOM, TELUS and MergeCo; and “Party” means any one of them; 


“Person” includes an individual, partnership, association, body corporate, trustee, executor, administrator, 
legal representative, government, regulatory authority or other entity; 
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“Plan of Arrangement” or “Plan” means this plan of arrangement dated October 27, 1998 and any 
amendment or variation thereto made in accordance with Section 6.4 hereof; 


“Registrar” means the Registrar of Corporations appointed pursuant to Section 253 of the ABCA; 
“Shareholders” means the BC TELECOM Common Shareholders and the TELUS Common Shareholders; 


“Subsidiary” means, with respect to a specified body corporate, any body corporate of which more than 
50% of the outstanding shares ordinarily entitled to elect a majority of the board of directors thereof 
(whether or not shares of any other class or classes shall or might be entitled to vote upon the happening of 
any event or contingency) are at the time owned directly or indirectly by such specified body corporate and 
shall include any body corporate, partnership, joint venture or other entity over which it exercises direction 
or control or which is in a like relation to a Subsidiary; 


“Tax Act” means the Income Tax Act (Canada); 


“Tax-Exempt Shareholder” means any Holder of BC TELECOM Common Shares or TELUS Common 
Shares, as the case may be, (other than a Non-Resident Shareholder) that is exempt from tax under Part I of 
the Tax Act; 


“TELUS Exchange Ratio” with respect to the TELUS Shares means .7773 of a MergeCo Common Share or 
.7773 of a MergeCo Non-Voting Share, as applicable, for each TELUS Share as provided in this Plan of 
Arrangement; 


“TELUS” means TELUS Corporation, a corporation incorporated under the ABCA; 
“TELUS Common Shareholders” means the Holders of TELUS Common Shares; 
“TELUS Common Shares” means the common shares in the capital of TELUS; 


“TELUS Dissenting Shareholders” mean the TELUS Common Shareholders or the TELUS Optionholders, 
as the case may be, who exercise their right to dissent in accordance with Article 4 hereof and who are 
ultimately entitled to be paid the fair value for such TELUS Shares; 


“TELUS Meeting” means such meetings of TELUS Shareholders as are required to be held in accordance 
with the Interim Order; 


“TELUS Option Plans” mean the TELUS Stock Option Plan and the TELUS Directors Stock Option Plan; 
“TELUS Optionholders” mean the holders of options under the TELUS Option Plans; 
“TELUS Shareholders” mean the TELUS Common Shareholders and the TELUS Optionholders; 
“TELUS Shares” mean the TELUS Common Shares and the options under the TELUS Option Plans; 
“TELUS Taxable Exchange Shareholder” means each Holder of TELUS Common Shares who is: 

(a) a Non-Resident Shareholder, or 

(b) a Tax-Exempt Shareholder. 


1.2 Interpretation Not Affected by Headings 


The division of this Plan into Articles, Sections, subsections and paragraphs and the insertion of headings 


are for convenience of reference only and shall not affect in any way the meaning or interpretation of this Plan. 


1.3 Article References 


Unless the contrary intention appears, references in this Plan to an Article, Section, subsection, paragraph 


or Schedule by number or letter or both refer to the Article, Section, subsection, paragraph or Schedule, 
respectively, bearing that designation in this Plan. 
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1.4 Number and Gender 


In this Plan, unless the contrary intention appears, words importing the singular include the plural and vice 
versa; words importing gender shall include all genders; and words importing persons shall include a natural 
person, firm, trust, partnership, association, corporation, joint venture or government (including any 
governmental agency, political subdivision or instrumentality thereof). 

1.5 Date for Any Action 


If the date on which any action is required to be taken hereunder by any of the parties is not a business day 
in the place where the action is required to be taken, such action shall be required to be taken on the next 
succeeding day which is a business day in such place. 

1.6 Currency 

Unless otherwise stated, all references in this Plan to sums of money are expressed in lawful money 

of Canada. 
1.7 Exhibits 
The following exhibit is incorporated into and forms part of this Plan of Arrangement: 


Exhibit A: Directors of BCT.TELUS Communications Inc. as a result of the Plan of Arrangement 


1.8 Payments 


Any payments to be made hereunder, including exchanges for BC TELECOM Shares or TELUS Shares, as 
the case may be, shall be made without interest and less any tax required by law to be deducted and withheld. 


ARTICLE 2 
PURPOSE AND EFFECT OF THE PLAN OF ARRANGEMENT 


2.1 This Plan of Arrangement is made pursuant to and subject to the provisions of the Arrangement 
Agreement. The following is only intended as a general statement of the purpose of this Plan of Arrangement 
and is qualified in its entirety by the specific provisions of this Plan of Arrangement. The purpose of the Plan is 
to effect a merger of equals between BC TELECOM and TELUS for the benefit of the BC TELECOM 
Shareholders and the TELUS Shareholders. 


2.2 This Plan of Arrangement upon filing of the Articles of Arrangement and upon the effectiveness of 
such Articles of Arrangement, will become effective in the sequence set out in Section 3.2 (except as otherwise 
provided therein) and be binding from and after the Effective Time. 


2.3 The implementation of this Plan of Arrangement is expressly subject to the fulfilment and/or waiver 
(by the Party or Parties entitled) of the conditions precedent set out in the Arrangement Agreement. 
ARTICLE 3 
THE ARRANGEMENT 


3.1 As at the Effective Time, each of the events described in Section 3.2 shall occur and shall be deemed 
to occur in the sequence and at the times set out therein (except as otherwise provided below) without any 
further authorization of any of the Persons referred to in Section 2 or any further act or formality. 


3.2 The following shall occur in the following sequence (except as otherwise provided below): 


3.2.1 all TELUS Common Shareholders (other than TELUS Dissenting Shareholders) shall dispose of 
their TELUS Common Shares in exchange for shares of MergeCo on the following basis: 


3.2.1.1 TELUS Common Shareholders (other than TELUS Taxable Exchange Shareholders) shall 
dispose of (i) 75% of their TELUS Common Shares to MergeCo (free and clear of any 
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3.213 


encumbrances) in exchange for MergeCo Common Shares on the basis of the TELUS 
Exchange Ratio and (ii) 25% of their TELUS Common Shares to MergeCo (free and clear 
of any encumbrances) in exchange for MergeCo Non-Voting Shares on the basis of the 
TELUS Exchange Ratio; 


TELUS Taxable Exchange Shareholders shall dispose of (i) 75% of their TELUS Common 
Shares to AcquisitionCo (free and clear of any encumbrances) in exchange for MergeCo 
Common Shares on the basis of the TELUS Exchange Ratio and (ii) 25% of their TELUS 
Common Shares to AcquisitionCo (free and clear of any encumbrances) in exchange for 
MergeCo Non-Voting Shares on the basis of the TELUS Exchange Ratio; 


upon the exchange referred to in this Section 3.2.1, each Holder of assigned TELUS 
Common Shares shall cease to be such a holder, shall have his or her name removed from 
the register of holders of TELUS Common Shares and shall become a holder of the 
number of fully paid MergeCo Common Shares and MergeCo Non-Voting Shares to which 
he or she is entitled as a result of such exchange and such holder’s name shall be added to 
the register of holders of MergeCo Common Shares and MergeCo Non-Voting Shares, 
accordingly. MergeCo and AcquisitionCo shall be registered as the holders of the TELUS 
Common Shares assigned to them pursuant to this Section 3.2.1 and shall be added to the 
register of holders of TELUS Common Shares accordingly; 


3.2.2 all BC TELECOM Common Shareholders (other than BC TELECOM Dissenting Shareholders) 
shall dispose of their BC TELECOM Common Shares in exchange for shares of MergeCo on the 
following basis: 
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BC TELECOM Common Shareholders (other than BC TELECOM Taxable Exchange 
Shareholders) shall dispose of (i) 75% of their BC TELECOM Common Shares to 
MergeCo (free and clear of any encumbrances) in exchange for MergeCo Common Shares 
on the basis of the BC TELECOM Exchange Ratio and (ii) 25% of their BC TELECOM 
Common Shares to MergeCo (free and clear of any encumbrances) in exchange for 
MergeCo Non-Voting Shares on the basis of the BC TELECOM Exchange Ratio; 


BC TELECOM Taxable Exchange Shareholders shall dispose of (i) 75% of their 
BC TELECOM Common Shares to AcquisitionCo (free and clear of any encumbrances) 
in exchange for MergeCo Common Shares onthe basis of the BC TELECOM exchange 
ratio and (ii) 25% of their BC TELECOM Common Shares to AcquisitionCo (free and 
clear of any encumbrances) in exchange for MergeCo Non-Voting Shares on the basis of 
the BC TELECOM Exchange Ratio; 


upon the exchange referred to in this Section 3.2.2., each Holder of assigned 
BC TELECOM Common Shares shall cease to be a holder, shall have his or her name 
removed from the register of holders of BC TELECOM Common Shares and shall 
become a holder of the number of fully paid MergeCo Common Shares and MergeCo 
Non-Voting Shares to which he or she is entitled as a result of such exchange and such 
holder’s name shall be added to the register of holders of MergeCo Common Shares and 
MergeCo Non-Voting Shares accordingly. MergeCo and AcquisitionCo shall be registered 
as the holders of the BC TELECOM Common Shares assigned to them pursuant to this 
Section 3.2.2 and shall be added to the register of holders of BC TELECOM Common 
Shares accordingly; 


3.2.3 In consideration for the issuance by MergeCo of MergeCo Common Shares and MergeCo Non- 
Voting Shares to TELUS Taxable Exchange Shareholders and BC TELECOM Taxable Exchange 
Shareholders, as described in Sections 3.2.1.2. and 3.2.2.2., AcquisitionCo will issue 9,999,999 
AcquisitionCo common shares to MergeCo. 


3.2.4 MergeCo shall add to its paid-up capital in respect of the MergeCo Common Shares and 
MergeCo Non-Voting Shares issued an amount equal to the fair market value of the TELUS 
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3.2.5 


3.2.6 


Common Shares and BC TELECOM Common Shares exchanged in Sections 3.2.1 and 3.2.2 
immediately prior to such exchanges as determined by the Board of Directors of MergeCo; 


each of the then outstanding options under the TELUS Option Plans (other than options held by 
holders who have exercised their rights of dissent in accordance with Section 4.2 hereof and who 
are ultimately entitled to be paid the fair value for such options) will, without any further action 
on the part of any optionholder, be converted into an option to purchase (i) the number of 
MergeCo Common Shares determined by multiplying the number of TELUS Common Shares 
subject to such option under the TELUS Option Plans at the Effective Time (the “Outstanding 
TELUS Options”) by 75% of the TELUS Exchange Ratio and (ii) the number of MergeCo 
Non-Voting Shares determined by multiplying the Outstanding TELUS Options by 25% of the 
TELUS Exchange Ratio; such options to be exercisable at an exercise price per MergeCo 
Common Share equal to the amount determined by dividing the exercise price per share of such 
option immediately prior to the Effective Time by the TELUS Exchange Ratio and at an exercise 
price per MergeCo Non-Voting Share equal to the amount determined by dividing the exercise 
price per share of such option immediately prior to the Effective Time by the TELUS Exchange 
Ratio; it being understood that if any such option is exercised such exercise shall be made for the 
number of MergeCo Common Shares together with the number of MergeCo Non-Voting Shares 
for each TELUS Common Share that TELUS Optionholder would have been entitled to receive 
and not separately for any class of MergeCo shares. If the foregoing calculation results in an 
exchanged option being exercisable for a fraction of a MergeCo Common Share or MergeCo 
Non-Voting Share, as the case may be, then the number of MergeCo Common Shares or 
MergeCo Non-Voting Shares subject to such option will be rounded down to the nearest whole 
number of shares, and the exercise price per whole MergeCo Common Share or MergeCo 
Non-Voting Share will be as determined above. The options under the TELUS Option Plan as so 
converted will, without any further action on the part of the optionholders, be further modified as 
necessary to effect such conversion; provided, however, the term, exercisability, vesting schedule, 
and all other terms and conditions of the options under the TELUS Option Plans will otherwise 
be unchanged by the provisions of this 3.2.5 and shall operate in accordance with their terms; and 
provided further that such conversion shall take place and be implemented on a basis that the 
difference between the fair market value of the TELUS Common Shares which are subject to the 
outstanding options and the amount payable upon the exercise of such outstanding options, 
determined immediately before such conversion, shall be at least equal to the difference between 
the fair market value of the MergeCo shares which are subject to the newly created options and 
the amount payable upon the exercise of such newly created options, determined immediately 
after such conversion. The obligations of TELUS under the TELUS Option Plans as so 
converted shall be assumed by MergeCo and MergeCo shall be substituted for TELUS as the 
sponsor of the TELUS Option Plans; 


each of the then outstanding options under the BC TELECOM Option Plans (other than options 
held by holders who have exercised their rights of dissent in accordance with Section 4.1 hereof 
and who are ultimately entitled to be paid the fair value for such options) will, without any 
further action on the part of any optionholder, be converted into an option to purchase (i) the 
number of MergeCo Common Shares determined by multiplying the number of BC TELECOM 
Common Shares subject to such option under the BC TELECOM Option Plans at the Effective 
Time (the “Outstanding BC TELECOM Options”) by 75% of the BC TELECOM Exchange 
Ratio and (ii) the number of MergeCo Non-Voting Shares determined by multiplying the 
Outstanding BC TELECOM Options by 25% of the BC TELECOM Exchange Ratio; such 
options to be exercisable at an exercise price per MergeCo Common Share equal to the exercise 
price per share of such option immediately prior to the Effective Time and at an exercise price 
per MergeCo Non-Voting Share equal to the exercise price per share of such option immediately 
prior to the Effective Time; it being understood that if any such option is exercised such exercise 
shall be made for the number of MergeCo Common Shares together with the number of 
MergeCo Non-Voting Shares for each BC TELECOM Common Share that BC TELECOM 
Optionholder would have been entitled to receive and not separately for any class of MergeCo 
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shares. If the foregoing calculation results in an exchanged option being exercisable for a fraction 
of a MergeCo Common Share or MergeCo Non-Voting Share, as the case may be, then the 
number of MergeCo Common Shares or MergeCo Non-Voting Shares subject to such option will 
be rounded down to the nearest whole number of shares, and the exercise price per whole 
MergeCo Common Share or MergeCo Non-Voting Share will be as determined above. The 
options under the BC TELECOM Option Plan as so converted will, without any further action 
on the part of the optionholders, be further modified as necessary to effect such conversion; 
provided, however, the term, exercisability, vesting schedule, and all other terms and conditions 
of the options under the BC TELECOM Option Plans will otherwise be unchanged by the 
provisions of this 3.2.6 and shall operate in accordance with their terms; and provided further 
that such conversion shall take place and be implemented on a basis that the difference between 
the fair market value of the BC TELECOM Common Shares which are subject to the 
outstanding options and the amount payable upon the exercise of such outstanding options, 
determined immediately before such conversion, shall be at least equal to the difference between 
the fair market value of the MergeCo shares which are subject to the newly created options and 
the amount payable upon the exercise of such newly created options, determined immediately 
after such conversion. The obligations of BC TELECOM under the BC TELECOM Option 
Plans as so converted shall be assumed by MergeCo and MergeCo shall be substituted for 
BC TELECOM as the sponsor of the BC TELECOM Option Plans; 


3.2.7 The one MergeCo Common Share owned by BC TELECOM and the two MergeCo Common 
Shares owned by TELUS shall be cancelled; 


3.2.8 AcquisitionCo shall be wound up and dissolved in accordance with subsection 88(1) of the Tax 
Act and the provisions of the CBCA and, in connection with and as a consequence of the wind 
up, all of the assets, rights and properties of AcquisitionCo, including the BC TELECOM 
Common Shares and the TELUS Common Shares, will be distributed, transferred and conveyed 
to MergeCo so that MergeCo shall be the registered and beneficial owner of all BC TELECOM 
Common Shares and TELUS Common Shares and all the liabilities and obligations of 
AcquisitionCo will be assumed by MergeCo; 


3.2.9 BC TELECOM shall be wound up and dissolved in accordance with subsection 88(1) of the Tax 
Act and the provisions of the CBCA and, in connection with and as a consequence of the wind up, 
all of the assets, rights and properties of BC TELECOM will be assigned and transferred to 
MergeCo and all the liabilities and obligations of BC TELECOM will be assumed by 
MergeCo; and 


3.2.10 the directors of MergeCo shall be replaced with those persons set forth in Exhibit A. 


ARTICLE 4 
RIGHTS OF DISSENT 


4.1 Registered Holders of BC TELECOM Shares may exercise rights of dissent in connection with the 
Plan in the manner set forth in section 190 of the CBCA (as modified by the Interim Order, the Final Order and 
this Section 4.1) as if that section (as modified) was applicable to such Registered Holders. Registered Holders 
of BC TELECOM Shares who: 


4.1.1 are ultimately entitled to be paid fair value for their BC TELECOM Shares shall be deemed to 
have transferred their BC TELECOM Shares to BC TELECOM for cancellation at the Effective 
Time prior to any of the steps described in Section 3.2; or 


4.1.2 are ultimately not entitled to be paid fair value, for any reason, for their BC TELECOM Shares 
shall be deemed to have participated in the Plan of Arrangement on the same basis as any 
non-dissenting Registered Holder as at and from the Effective Time and shall receive MergeCo 
Common Shares and MergeCo Non-Voting Shares or options on MergeCo Common Shares and 
MergeCo Non-Voting Shares, as the case may be, on the basis set forth in Article 3. 
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4.2 Registered Holders of TELUS Shares may exercise rights of dissent in connection with the Plan in the 
manner set forth in section 184 of the ABCA (as modified by the Interim Order, the Final Order and this 
Section 4.2) as if that section (as modified) was applicable to such Registered Holders. Registered Holders of 
TELUS Shares who: 


4.2.1 are ultimately entitled to be paid fair value for their TELUS Shares shall be deemed to have 
transferred their TELUS Shares to TELUS for cancellation at the Effective Time prior to any of 
the steps described in Section 3.2; or 


4.2.2 are ultimately not entitled to be paid fair value, for any reason, for their TELUS Shares shall be 
deemed to have participated in the Plan of Arrangement on the same basis as any non-dissenting 
Registered Holder as at and from the Effective Time and shall receive MergeCo Common Shares 
and MergeCo Non-Voting Shares or options on MergeCo Common Shares or MergeCo 
Non-Voting Shares, as the case may be, on the basis set forth in Article 3. 


4.3 In no circumstances shall any person be required to recognize a person exercising the rights set out in 
Section 4.1 or 4.2 as Registered Holders or Holders of BC , TELECOM Shares or TELUS Shares, as the case 
may be, except following the circumstances set forth in Section 4.1.2 or 4.2.2, if applicable. 


ARTICLE 5 
CERTIFICATES; FRACTIONAL SECURITIES 


5.1 From and after the Effective Time, certificates formerly representing BC TELECOM Common Shares 
and certificates formerly representing TELUS Common Shares shall cease to represent such shares and shall 
represent only the right to receive MergeCo Certificates representing MergeCo Common Shares and MergeCo 
Non-Voting Shares, as the case may be, as determined pursuant to Sections 3.2.1 and 3.2.2, in accordance with 
the provisions of Section 5.3 hereof. 


5.2 Holders of BC TELECOM Common Shares and TELUS Common Shares at the Effective Time shall 
be entitled to receive the certificates representing the MergeCo Common Shares and MergeCo Non-Voting 
Shares as determined pursuant to Sections 3.2.1 and 3.2.2 to which such Holders are entitled pursuant to the 
provisions hereof as soon as practicable after the Effective Date upon delivery to MergeCo or the Depository of 
a duly completed Letter of Transmittal and the certificates formerly representing BC TELECOM Common 
Shares or TELUS Common Shares, as the case may be. The Depository shall register and make available or 
send certificates representing MergeCo Common Shares and MergeCo Non-Voting Shares, as directed in each 
properly completed Letter of Transmittal. Notwithstanding any of the other provisions hereof, any certificate 
which immediately prior to the Effective Time represented outstanding BC TELECOM Common Shares or 
TELUS Common Shares, as the case may be, that were exchanged pursuant to Sections 3.2.1 and 3.2.2 shall 
cease to represent a claim or interest of any kind or nature against BC TELECOM or TELUS, as the case may 
be, and, if it has not been surrendered with all other instruments required by this Section 5.3 on or prior to the 
sixth anniversary of the Effective Date, shall cease to represent a claim or interest of any kind or nature against 
MergeCo. In such circumstances, the Person ultimately entitled to any certificate hereunder shall be deemed to 
have surrendered such entitlement to MergeCo, as applicable, together with all entitlement to dividends, 
distributions and cash for fractional interest thereon held for such former Holder for no consideration. 


5.3 No certificates or scrip representing fractional MergeCo Common Shares or MergeCo Non-Voting 
Shares shall be issued and no dividend, stock split or other change in the capital structure of MergeCo shall 
relate to any such fractional security and such fractional interests shall not entitle the owner thereof to vote or to 
exercise any rights as a security holder of MergeCo. In lieu of the issue of certificates representing fractional 
MergeCo Common Shares or MergeCo Non-Voting Shares, each person except participants in the BC 
TELECOM Dividend Reinvestment and Share Purchase Plan, the BC TELECOM Employee Share Purchase 
Plan, the TELUS Dividend Reinvestment and Share Purchase Plan and the TELUS Employee Share Purchase 
Plan (together the “Plans”) entitled to a fractional interest in a MergeCo Common Share or MergeCo 
Non-Voting Share will receive from MergeCo an amount of cash (rounded to the nearest whole cent) equal to 
the product obtained when such fraction is multiplied by the weighted average trading price for MergeCo 
Common Shares or MergeCo Non-Voting Shares, as the case may be, on The Toronto Stock Exchange (the 
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“Exchange”) for the first three trading days on which the MergeCo Common Shares and MergeCo Non-Voting 
Shares are traded on an issued basis following the Effective Date. Such amounts to be paid at the time specified 
in Section 5.2. Participants in the Plans as of the Effective Date, shall have their interests, including fractional 
interests, recorded in their accounts on an uncertificated basis. . 


ARTICLE 6 
GENERAL 
6.1 Effective Time 


No portion of this Plan of Arrangement shall take effect with respect to any Party or Person until the 
Effective Time. 


6.2 Paramountcy 


From and after the Effective Time (i) this Plan of Arrangement shall take precedence and priority over any 
and all securities issued prior to the Effective Time; (ii) the rights and obligations of the Registered Holders, 
Holders, any trustee and transfer agent therefor and the Parties shall be solely as provided for in this Plan of 
Arrangement and (iii) all actions, causes of action, claims or proceedings (actual or contingent, and whether or 
not previously asserted) based on or in any way relating to any securities shall be deemed to have been settled, 
compromised, released and determined without liability except as set forth herein. 


6.3 Plan of Arrangement Amendment 


The Parties reserve the right to amend, modify and/or supplement this Plan of Arrangement at any time and 
from time to time provided that any such amendment, modification or supplement must be contained in a 
written document which is (i) agreed to by the Parties pursuant to the Arrangement Agreement, (ii) filed with 
the applicable Court and, if made following the Meetings, approved by the applicable Court and (iii) if so 
required, communicated to Shareholders in the manner required by the applicable Court. 


Any amendment, modification or supplement to this Plan of Arrangement may be proposed by the Parties 
at any time prior to or at the Meetings, with or without any prior notice or communication, and if so proposed 
and accepted by the persons voting at the Meetings (other than as may be required under the Interim Orders), 
shall become part of this Plan of Arrangement for all purposes. 


Any amendment, modification or supplement to this Plan of Arrangement which is approved or directed by 
the applicable Court following the Meetings shall be effective only if it is agreed to by the Parties pursuant to the 
Arrangement Agreement. 


Any amendment, modification or supplement to this Plan of Arrangement may be made unilaterally by the 
Parties after the Effective Date without the approval of the Shareholders, provided that (i) it is agreed to by the 
Parties pursuant to the Arrangement Agreement; and (ii) it concerns a matter which, in the reasonable opinion 
of the Parties, is of an administrative nature required to better give effect to the implementation of this Plan of 
Arrangement and is not adverse to the financial or economic interests of any class of the Shareholders. 


Notwithstanding the foregoing, by instrument in writing BC TELECOM and TELUS may up to, but not 
after, the termination of the Meeting, add to Exhibit A hereto, the names of the directors of MergeCo as agreed 
to in the manner provided in the Arrangement Agreement. 


6.4 Termination 


At any time up until the time the Final Order is made, the Parties may mutually determine not to proceed 
with this Plan of Arrangement, or to terminate this Plan of Arrangement, notwithstanding any prior approvals 
given at any of the Meetings. In addition to the foregoing, this Plan of Arrangement shall automatically, without 
notice, terminate immediately and be of no further force or effect, upon the termination of the Arrangement 
Agreement in accordance with its terms. 
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6.5 


Further Assurances 


Notwithstanding that the transactions and events set out in this Plan of Arrangement shall occur and be 


deemed to occur in the order set out herein without any additional act or formality, each of the persons affected 
hereby shall make, do and execute, or cause to be made, done and executed all such further acts, deeds, 
agreements, transfers, assurances, instruments or documents as may reasonably be required by the Parties in 
order to better implement this Plan of Arrangement. 


6.6 Notices 


Any notices or communication to be made or given hereunder shall be in writing and shall refer to this Plan 


of Arrangement and may, subject as hereinafter provided, be made or given by the person making or giving it or 
by any agent of such Person authorized for that purpose. by personal delivery, by prepaid mail or by telecopier 
addressed to the respective parties as follows: 


(i) 


if to BC TELECOM: 


BC TELECOM Inc. 
21st Floor 

3777 Kingsway 
Burnaby, B.C. 

V5H 3Z7 


Attention: Corporate Secretary 
Fax: (604) 432-5681 


if to TELUS: 


TELUS Corporation 
10020 100th St. N.W. 
Edmonton, Alberta 
TSJ ONS 


Attention: Corporate Secretary 
Fax: (403) 493-6542 
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if to MergeCo: 


BCT.TELUS 
Communications Inc. 
c/o BC TELECOM Inc. 
21st Floor 

3777 Kingsway 
Burnaby, B.C. 

V5H 3Z7 


Attention: Corporate Secretary 
Fax: (604) 432-5681 


AND: 


BCT.TELUS 
Communications Inc. 

c/o TELUS Corporation 
10020 - 100th Street N.W. 
Edmonton, Alberta 

TS5J ONS 


Attention: Corporate Secretary 
Fax: (403) 493-6542 


(ii) if to a Shareholder: 


to the last known address for 
such Shareholder as shown on 
the books maintained by the 
transfer agent of each Party; 


or to such other address as any such Person may from time to time notify the others in accordance with this 
Section. In the event of any strike, lock-out or other event which interrupts postal service in any part of Canada, 
all notices and communications during such interruption may only be given or made by personal delivery or by 
telecopier, and any notice or other communication given or made by prepaid mail prior to the third (3rd) 
business day immediately preceding the commencement of such interruptions shall be deemed to have been 
given or made. All such notices and communications shall be deemed to have been received, in the case of 
notice by telecopier or by delivery, on the day of such transmission or delivery and, in the case of notice mailed 
as aforesaid, on the third (3rd) business day following the date on which such notice or other communication is 
mailed. Accidental failure or omission by the Parties to give a notice contemplated hereunder to any particular 
Holder, or events beyond the reasonable control of the Parties (including inability to utilize postal services 
and/or transmission interruptions) shall not invalidate the subject matter for which the notice was intended, this 
Plan of Arrangement or any action taken by any Person pursuant to this Plan of Arrangement, but if any such 
failure or omission is brought to the attention of the Parties, it shall be rectified by the Parties by the method and 
in the time most reasonably practicable in the circumstances. 
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EXHIBIT A 
DIRECTORS OF BCT.TELUS COMMUNICATIONS INC. 


R. John Butler, Q.C. 

Brian A. Canfield 

Pierre Choquette 

G.N. (Mel) Cooper, C.M., O.B.C. 
David L. Emerson 

Iain J. Harris 

Norm Kimball 

Richard J. LeLacheur 
Michael T: Masin 

Harold P. Milavsky, FC.A. 
Walter B. O’Donoghue, Q.C. 
George K. Petty 

Fares EF Salloum 

Geraldine B. Sinclair 
Ronald P. Triffo 

Donald P. Woodley 
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SCHEDULE B 
REPRESENTATIONS AND WARRANTIES OF BC TELECOM 


1. Organization. 


Each of BC TELECOM and its Material Subsidiaries has been duly incorporated or formed under all 
applicable Laws, is validly subsisting and has full corporate or legal power and authority to own its properties 
and conduct its businesses as presently owned and conducted. All of the outstanding shares in the capital of and 
other ownership interests of its Subsidiaries are validly issued, fully paid and non-assessable and all such shares 
and other ownership interests owned directly or indirectly by BC TELECOM are, except as disclosed in writing 
to TELUS or pursuant to restrictions on transfer contained in constating documents, rights of first refusal and 
similar rights restricting transfer contained in shareholders, partnership or joint venture agreements for or 
pursuant to existing financing arrangements involving Subsidiaries which are not wholly owned, (i) owned free 
and clear of all material liens, claims or encumbrances and (ii) there are no outstanding options, rights, 
entitlements, understandings or commitments (contingent or otherwise) regarding the right to acquire any such 
shares of capital stock or other ownership interests in any of its Subsidiaries. 


2. Capitalization. 


The authorized capital of BC TELECOM consists of: (a) an unlimited number of BC TELECOM Common 
Shares and (b) an unlimited number of preferred shares issuable in series. As of September 30, 1998 there were 
124,241,266 BC TELECOM Common Shares outstanding and 3,793,275 BC , TELECOM Common Shares were 
reserved, in the aggregate, for issuance in respect of the following: the BC TELECOM Dividend Reinvestment 
and Share Purchase Plan, the BC TELECOM Long Term Share Option Plan (“LISOP’) and _ the 
BC TELECOM Share Option Plan (“SOP”). Except as described in the immediately preceding sentence and 
other than pursuant to the rights under the LISOP, the SOP and the BC TELECOM Dividend Reinvestment 
Plan, there are no options, warrants, conversion privileges or other rights, agreements, arrangements or 
commitments obligating BC TELECOM or any Subsidiary to issue or sell any shares of BC TELECOM or any 
of its Subsidiaries or securities or obligations of any kind convertible into or exchangeable for any shares of 
BC TELECOM, any Subsidiary or any other person, nor is there outstanding any stock appreciation rights, 
phantom equity or similar rights, agreements, arrangements or commitments based upon the book value, income 
or any other attribute of BC TELECOM or any Subsidiary other than under the Directors Share Compensation 
Plan or the Officer’s Share Compensation Plan. There have been no BC TELECOM Common Shares issued 
since September 30, 1998, other than pursuant to the exercise of stock option entitlements. 


3. Authority. 


BC TELECOM has the requisite corporate power and authority to enter into this Agreement and to 
perform its obligations hereunder. The execution and delivery of this Agreement by BC TELECOM and the 
consummation by BC TELECOM of the transactions contemplated by this Agreement have been duly 
authorized by the Board of Directors of BC TELECOM and, subject to shareholder approval, no other 
corporate proceedings on the part of BC TELECOM are necessary to authorize this Agreement or the 
transactions contemplated hereby. This Agreement has been duly executed and delivered by BC TELECOM 
and constitutes a valid and binding obligation of BC TELECOM, enforceable against BC TELECOM in 
accordance with its terms subject to bankruptcy, insolvency, reorganization, fraudulent transfer, moratorium and 
other applicable Laws relating to or affecting creditors’ rights generally, to general principles of equity and 
public policy. Except as disclosed in writing to TELUS on or prior to the date hereof, the execution and delivery 
by BC TELECOM of this Agreement and performance by it of its obligations hereunder and the completion of 
the Arrangement and the transactions contemplated thereby, will not: 


(a) result in a violation or breach of, require any consent to be obtained under or give rise to any 
termination rights under any provision of: 


(i) its or any Material Subsidiary’s certificate of incorporation, articles, by-laws or other charter 
documents, including any unanimous shareholder agreement or any other agreement or 
understanding with any person holding an ownership interest in any Material Subsidiary; 


(ii) any law, regulation, order, judgment or decree; or 
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(iii) any contract, agreement, license, franchise or permit to which BC TELECOM or any Material 
Subsidiary is bound or is subject or is the beneficiary; 


(b) give rise to any right of termination or acceleration of indebtedness, or cause any third party 
indebtedness to come due before its stated maturity or cause any available credit to cease to be 
available; or 


(c) result in the imposition of any Encumbrance, charge or lien upon any of its assets or the assets of any 
Material Subsidiary, or restrict, hinder, impair or limit the ability of BC TELECOM or any Material 
Subsidiary to carry on the business of BC TELECOM or any Material Subsidiary as and where it is now 
being carried on or as and where it may be carried on in the future; 


which would individually or in the aggregate have a material adverse effect on BC TELECOM. 


4. Absence of Changes. 


Since December 31, 1997, and except as has been previously disclosed in writing to the other Party hereto or 
has been publicly disclosed prior to the date hereof in any document filed with the British Columbia Securities 
Commission (the “Securities Authorities”) (i) BC TELECOM has conducted its business only in the ordinary 
and regular course of business consistent with past practice, (ii) other than in the ordinary and regular course of 
business consistent with past practice, no liabilities or obligations of any nature (whether absolute, accrued, 
contingent or otherwise) which would individually or in the aggregate be material to BC TELECOM have been 
incurred, (iii) there has not been any material change in the affairs of BC TELECOM as defined under the 
Securities Act (British Columbia) financial condition, results of operations or business of BC TELECOM (iv) as 
of the execution hereof, there are no material change reports filed with the Securities Authorities which 
remain confidential. 


5. Employment Agreements. 


(a) Other than as disclosed in writing to TELUS on or prior to the date hereof, or except as set forth in the 
proxy circular prepared in connection with the Annual Meeting of BC TELECOM held in 1998, 
BC TELECOM is not a party to any written or oral policy, agreement, obligation or understanding 
providing for severance or termination payments to, or any employment agreement with, any senior 
executive of BC TELECOM. 


(b) Other than as disclosed in writing to TELUS on or prior to the date hereof, neither BC TELECOM 
nor any Material Subsidiary is a party to any collective bargaining agreement nor subject to any 
application for certification or threatened or apparent union-organizing campaigns for employees not 
covered under a collective bargaining agreement nor are there any current, pending or threatened 
strikes or lockouts at either BC TELECOM or any Material Subsidiary that would individually or in 
the aggregate have a material adverse effect. 


(c) Other than as disclosed in writing to TELUS on or prior to the date hereof, neither BC TELECOM 
nor any Material Subsidiary is subject to any claim for wrongful dismissal, constructive dismissal or any 
other tort claim, actual or threatened, or any litigation, actual or threatened, relating to employment or 
termination of employment of employees or independent contractors other than those claims or such 
litigation as would individually or in the aggregate not have a material adverse effect. 


(d) Other than as disclosed in writing to TELUS on or prior to the date hereof or are not material, 
BC TELECOM and all Material Subsidiaries have operated in accordance with all applicable Laws 
with respect to employment and labour, including, but not limited to, employment and labour 
standards, occupational health and safety, employment equity, pay equity, workers’ compensation, 
human rights and labour relations and there are no current, pending or threatened proceedings before 
any board or tribunal with respect to any of the areas listed herein other than where the failure to so 
operate or such proceedings which, individually or in the aggregate would not have a material 
adverse effect. 
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6. Disclosure. 


BC TELECOM has publicly disclosed in documents filed with the Securities Authorities or disclosed to 
TELUS in writing, on or prior to the date hereof, any information regarding any event, circumstance or action 
taken or failed to be taken which could individually or in the aggregate materially and adversely affect the 
business, operations, assets, capitalization, financial condition, prospects, rights or liabilities of or relating to 
BC TELECOM and its Material Subsidiaries, taken as a whole. 


7. Financial Statements. 


The audited consolidated balance sheet and related consolidated statements of earnings, changes in 
financial position and contributed surplus and retained earnings of BC TELECOM for the fiscal year ending 
December 31, 1997, and the audited consolidated balance sheet and related consolidated statements of earnings, 
changes in financial position and retained earnings for the year ended December 31, 1996, as contained in 
BC TELECOM’s 1997 Annual Report, and the unaudited interim consolidated financial statements for the six 
month period ended June 30, 1998, were prepared in accordance with generally accepted accounting principles 
in Canada consistently applied, except as noted in such reports, and fairly present the consolidated financial 
condition of BC TELECOM at the respective dates indicated and the results of operations of BC TELECOM 
(on a consolidated basis) for the periods covered. 


8. Books and Records. 


The corporate records and minute books of BC TELECOM and the Material Subsidiaries have been 
maintained substantially in accordance with all applicable Laws and are complete and accurate in all 
material respects. 


9. Litigation, etc. 


Except as set forth or specifically reflected in any document filed with the Securities Authorities, or as 
disclosed in writing to TELUS prior to the date hereof, there is no claim, action, proceeding or investigation 
pending or, to the knowledge of BC TELECOM, threatened against or relating to BC TELECOM or any 
Material Subsidiary or affecting any of their properties or assets before any court or governmental or regulatory 
authority or body that, if adversely determined, is likely to have a material adverse effect on BC TELECOM and 
its Material Subsidiaries, taken as a whole, or prevent or materially delay consummation of the transactions 
contemplated by this Agreement or the Arrangement, nor is BC TELECOM aware of any basis for any such 
claim, action, proceeding or investigation. Neither BC TELECOM nor any Material Subsidiary is subject to any 
outstanding order, writ, injunction or decree that has had or is reasonably likely to have a material adverse effect 
or prevent or materially delay consummation of the transactions contemplated by this Agreement or 
the Arrangement. 


10. Environmental. 


All operations of BC TELECOM and its Material Subsidiaries, have been and are now, in compliance with 
all Environmental Laws, except where the failure to be in compliance would not individually or in the aggregate 
have a material adverse effect on BC TELECOM. Except as has been disclosed in writing to TELUS prior to the 
date hereof, neither BC TELECOM nor any Material Subsidiary is aware of, or is subject to: 


(i) any proceeding, application, order or directive which relates to environmental health or safety 
matters, and which may require any material work, repairs, construction, or expenditures; or 


(ii) any demand or notice with respect to the breach of any Environmental Laws applicable to 
BC TELECOM or any Subsidiary, including, without limitation, any regulations respecting the 
use, storage, treatment, transportation, or disposition of Hazardous Substances; 


which individually or in the aggregate would have a material adverse effect on BC TELECOM. 


11. Insurance. 


Policies of insurance in force as of the date hereof naming BC TELECOM as an insured adequately cover 
all risks reasonably and prudently foreseeable in the operation and conduct of the business of BC TELECOM 


and the Material Subsidiaries for which, having regard to the nature of such risk and the relative cost of 
obtaining insurance, it is in the opinion of BC TELECOM acting reasonably to seek such insurances rather than 
provide for self insurance. All such policies of insurance shall remain in force and effect and shall not be 
cancelled or otherwise terminated as a result of the transactions contemplated hereby or by the Arrangement 
other than such cancellations as would not individually or in the aggregate have a material adverse effect. 


12. Tax Matters. 


(a) Returns Filed and Taxes Paid. All Returns required to be filed by or on behalf of BC TELECOM or 
any Material Subsidiaries have been duly filed on a timely basis and such Returns are true, complete 
and correct in all material respects. Except as disclosed in writing by BC TELECOM to TELUS prior 
to the date hereof, all Taxes shown to be payable on the Returns or on subsequent assessments with 
respect thereto have been paid in full on a timely basis, and no other Taxes are payable by 
BC TELECOM or any Material Subsidiaries with respect to items or periods covered by such Returns. 


(b) Tax Reserves. BC TELECOM has paid or provided adequate accruals in its consolidated financial 
statements for the year ended dated December 31, 1997 and for the six month period ended June 30, 
1998 for Taxes assessed, including income taxes and related deferred taxes, in conformity with generally 
accepted accounting principles applicable in Canada. 


(c) Tax Deficiencies; Audits. Except as has been disclosed in writing to TELUS, no deficiencies exist or 
have been asserted with respect to Taxes of BC TELECOM or any Material Subsidiary, neither 
BC TELECOM nor any Material Subsidiary is a Party to any action or proceeding for assessment or 
collection of Taxes, nor has such event been asserted or threatened against BC TELECOM or any 
Material Subsidiary or any of their respective assets, except where such deficiencies, actions or 
proceedings are not material to BC TELECOM or the Arrangement. 


13. Pension and Employee Benefits. 


(a) Other than as disclosed in writing to TELUS on or prior to the date hereof, BC TELECOM has 
complied, in all material respects, with all the terms of and all applicable Laws in respect of the pension 
and other employee compensation and benefit obligations of BC TELECOM and its Material 
Subsidiaries, including the terms of any collective agreements, funding and investment contracts or 
obligations applicable thereto, arising under or relating to each of the pension or retirement income 
plans or other employee compensation or benefit plans, agreements, policies, programs, arrangements 
or practices, whether written or oral, which are maintained by or binding upon BC TELECOM or any 
of its Material Subsidiaries (collectively referred to as the “BC TELECOM Plans”) and all 
BC TELECOM Plans are fully funded and in good standing with such regulatory authorities as may 
be applicable. 


(b) No step has been taken, no event has occurred and no condition or circumstance exists that has 
resulted in or could reasonably be expected to result in any BC TELECOM Plan being ordered or 
required to be terminated or wound up in whole or in part or having its registration under applicable 
legislation refused or revoked, or being placed under the administration of any trustee or receiver or 
regulatory authority or being required to pay any material taxes, fees, penalties or levies under 
applicable Laws. There are no actions, suits, claims (other than routine claims for payment of benefits 
in the ordinary course), trials, demands, investigations, arbitrations or other proceedings which are 
pending or threatened in respect of any of the BC TELECOM Plans or their assets which individually 
or in the aggregate would have a material adverse effect. 


14. Property. 


Other than as disclosed in writing to TELUS on or prior to the date hereof, BC TELECOM and its 
Material Subsidiaries have good and sufficient title to the real property interests including, without limitation, 
fee simple estate of and in real property, leases, easements, rights of way, permits or licences from landowners or 
authorities permitting the use of land by BC TELECOM and its Material Subsidiaries, necessary to permit the 
operation of its businesses as presently owned and conducted except as disclosed in writing to the other Party 
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hereto and except for such failure of title that would individually or in the aggregate not have a material adverse 
effect on BC TELECOM. 


15. Reports. 


BC TELECOM has filed with the Securities Authorities, true and complete copies of all forms, reports, 
schedules, statements and other documents required to be filed by it since January 1, 1998 (such forms, reports, 
schedules, statements and other documents, including any financial statements or other documents, including 
any financial statements or schedules included therein, are referred to as the “BC TELECOM Documents”). 
The BC TELECOM Documents, at the time filed, (a) did not contain any misrepresentation and (b) complied in 
all material respects with the requirements of applicable securities legislation. BC TELECOM has not filed any 
confidential material change report with any Securities Authorities which at the date hereof remains 
confidential. 


16. Compliance with Laws. 


Since December 31, 1997, and except as has been publicly disclosed prior to the date hereof in any 
document filed with the Securities Authorities, BC TELECOM and its Material Subsidiaries have complied with 
and are not in violation of any applicable Laws other than non-compliance or violations which would not 
individually or in the aggregate have a material adverse effect on BC TELECOM. 


17. Licenses, etc. 


Except as disclosed in writing to TELUS on or prior to the date hereof, BC , TELECOM and each of its 
Material Subsidiaries owns, possesses, or has obtained and is in compliance with, all licenses, permits (including 
permits required under Environmental Laws), certificates, costs, orders, grants and other authorizations of or 
from any Governmental Entity necessary to conduct its businesses as now conducted or as proposed to be 
conducted, the failure to own, possess, obtain or be in compliance with which would not individually or in the 
aggregate have a material adverse effect on BC TELECOM. 


18. Certain Contracts. 


Except as disclosed in writing to TELUS on or prior to the date hereof, neither BC TELECOM nor any of 
its Material Subsidiaries is a party to or bound by any non-competition agreement or any other agreement or 
obligation which purports to limit the manner or the localities in which all or any material portion of the 
business of BC TELECOM or its Material Subsidiaries is or would be conducted other than such contracts 
which individually or in the aggregate would not have a material adverse effect on BC TELECOM. 


19. Year 2000. 


BC TELECOM has taken and is taking all steps as are reasonable and appropriate to ascertain the extent 
of, quantify and successfully address business and financial risks facing BC TELECOM as a result of what is 
commonly referred to as the “Year 2000 problem” (i.e. the inability of computers, as well as embedded 
microchips in non-computing devices, to perform properly date-sensitive functions involving certain dates prior 
to and after December 31, 1999), including risks resulting from the failure of key customers and suppliers of 
BC TELECOM to address successfully the Year 2000 problem, and BC TELECOM has adopted and is 
implementing a Year 2000 work plan and is and will be on a timely basis taking all reasonable steps to minimize 
the impact of the Year 2000 problem. 


20. Disposition of Assets. 


Neither BC TELECOM nor any Material Subsidiary have disposed of any material assets in contemplation 
of the Arrangement, other than dispositions between BC TELECOM and any Material Subsidiary, nor do 
BC TELECOM nor any Material Subsidiary have any current plans to dispose of any material asset or property, 
other than a disposition between BC TELECOM and any Material Subsidiary or a disposition in the ordinary 
course of business. 
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SCHEDULE C 
REPRESENTATIONS AND WARRANTIES OF TELUS 
1. Organization. 


Each of TELUS and its Material Subsidiaries has been duly incorporated or formed under all applicable 
Laws, is validly subsisting and has full corporate or legal power and authority to own its properties and conduct 
its businesses as presently owned and conducted. All of the outstanding shares in the capital of and other 
ownership interests of its Subsidiaries are validly issued, fully paid and non-assessable and all such shares and 
other ownership interests owned directly or indirectly by TELUS are, except as disclosed in writing to 
BC TELECOM or pursuant to restrictions on transfer contained in constating documents, rights of first refusal 
and similar rights restricting transfer contained in shareholders, partnership or joint venture agreements for or 
pursuant to existing financing arrangements involving Subsidiaries which are not wholly owned, (i) owned free 
and clear of all material liens, claims or encumbrances and (ii) there are no outstanding options, rights, 
entitlements, understandings or commitments (contingent or otherwise) regarding the right to acquire any such 
shares of capital stock or other ownership interests in any of its Subsidiaries. 


2. Capitalization. 


The authorized capital of TELUS consists of: (a) an unlimited number of TELUS Common Shares, and 
(b) an unlimited number of First Preferred Shares, issuable in series, and (c) an unlimited number of Second 
Preferred Shares, issuable in series. As of September 30, 1998 there were 144,512,470 TELUS Common Shares 
outstanding and 17,021,038 TELUS Common Shares were reserved, in the aggregate, for issuance in respect of 
the following: the TELUS Stock Option Plan and the TELUS Directors Stock Option Plan (the “TELUS Stock 
Option Plans”), the TELUS Employee Share Purchase Plan (“TELUS ESPP”), the TELUS Non-Employee 
Directors Share Compensation Plan (“TELUS DSCP”), the TELUS Dividend Reinvestment and Share 
Purchase Plan (“TELUS DRIP”) and the TELUS Performance Share Unit Plan (“TELUS PSUP”’) of which 
1,920,320 TELUS Common Shares are subject to outstanding stock options. Except as described in the 
immediately preceding sentence and other than pursuant to the rights under the TELUS Stock Option Plans, 
TELUS ESPP, TELUS DSCP, TELUS DRIP and TELUS PSUP which are not exercisable, there are no options, 
warrants, conversion privileges or other rights, agreements, arrangements or commitments obligating TELUS or 
any Subsidiary to issue or sell any shares of TELUS or any of its Subsidiaries or securities or obligations of any 
kind convertible into or exchangeable for any shares of TELUS, any Subsidiary or any other person, nor is there 
outstanding any stock appreciation rights, phantom equity or similar rights, agreements, arrangements or 
commitments based upon the book value, income or any other attribute of TELUS or the Subsidiary. There have 
been no TELUS Common Shares issued since September 30, 1998 other than pursuant to the exercise of stock 
option entitlements with respect to the TELUS DSCP. 


3. Authority. 


TELUS has the requisite corporate power and authority to enter into this Agreement and to perform its 
obligations hereunder. The execution and delivery of this Agreement by TELUS and the consummation by 
TELUS of the transactions contemplated by this Agreement have been duly authorized by the Board of 
Directors of TELUS and, subject to shareholder approval, no other corporate proceedings on the part of 
TELUS are necessary to authorize this Agreement or the transactions contemplated hereby. This Agreement 
has been duly executed and delivered by TELUS and constitutes a valid and binding obligation of TELUS, 
enforceable against TELUS in accordance with its terms subject to bankruptcy, insolvency, reorganization, 
fraudulent transfer, moratorium and other applicable Laws relating to or affecting creditors’ rights generally, to 
general principles of equity and public policy. Except as disclosed in writing to BC TELECOM on or prior to the 


B-51 


date hereof, the execution and delivery by TELUS of this Agreement and performance by it of its obligations 
hereunder and the completion of the Arrangement and the transactions contemplated thereby, will not: 


(a) result in a violation or breach of, require any consent to be obtained under or give rise to any 
termination rights under any provision of: 


(i) its or any Material Subsidiary’s certificate of incorporation, articles, by-laws or other charter 
documents, including any unanimous shareholder agreement or any other agreement or 
understanding with any Person holding an ownership interest in any Material Subsidiary; 


(ii) any law, regulation, order, judgment or decree; or 


(iii) any contract, agreement, license, franchise or permit to which TELUS or any Material Subsidiary 
is bound or is subject or is the beneficiary; 


(b) give rise to any right of termination or acceleration of indebtedness, or cause any third party 
indebtedness to come due before its stated maturity or cause any available credit to cease to be 
available; or 


(c) result in the imposition of any Encumbrance, charge or lien upon any of its assets or the assets of any 
Material Subsidiary, or restrict, hinder, impair or limit the ability of TELUS or any Material Subsidiary 
to carry on the business of TELUS or any Material Subsidiary as and where it is now being carried on 
or as and where it may be carried on in the future; 


which would individually or in the aggregate have a material adverse effect on TELUS. 


4. Absence of Changes. + 


Since December 31, 1997, and except as has been previously disclosed in writing to the other Party hereto or 
has been publicly disclosed prior to the date hereof in any document filed with the Alberta Securities 
Commission (the “Securities Authorities”) (i) TELUS has conducted its business only in the ordinary and 
regular course of business consistent with past practice, (ii) other than in the ordinary and regular course of 
business consistent with past practice, no liabilities or obligations of any nature (whether absolute, accrued, 
contingent or otherwise) which would individually or in the aggregate be material to TELUS have been incurred, 
(iii) there has not been any material change in the affairs of TELUS as defined under the Securities Act (Alberta) 
financial condition, results of operations or business of TELUS (iv) as of the execution hereof, there are no 
material change reports filed with the Securities Authorities which remain confidential. 


5. Employment Agreements. 


(a) Other than as disclosed in writing to BC TELECOM on or prior to the date hereof, or except as set 
forth in the proxy circular prepared in connection with the Annual Meeting of TELUS held in 1998, 
TELUS is not a party to any written or oral policy, agreement, obligation or understanding providing 
for severance or termination payments to, or any employment agreement with, any senior executive of | 
TELUS. 


(b) Other than as disclosed in writing to BC TELECOM on or prior to the date hereof, neither TELUS | 
nor any Material Subsidiary is a party to any collective bargaining agreement nor subject to any — 
application for certification or threatened or apparent union-organizing campaigns for employees not © 
covered under a collective bargaining agreement nor are there any current, pending or threatened | 
strikes or lockouts at either TELUS or any Material Subsidiary that would individually or in the 
aggregate have a material adverse effect. 


(c) Other than as disclosed in writing to BC TELECOM on or prior to the date hereof, neither TELUS | 
nor any Material Subsidiary is subject to any claim for wrongful dismissal, constructive dismissal or any 
other tort claim, actual or threatened, or any litigation, actual or threatened, relating to employment or | 
termination of employment of employees or independent contractors other than those claims or such | 
litigation as would individually or in the aggregate not have a material adverse effect. 
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(d) Other than as disclosed in writing to BC TELECOM on or prior to the date hereof or are not material, 
TELUS and all Material Subsidiaries have operated in accordance with all applicable Laws with 
respect to employment and labour, including, but not limited to, employment and labour standards, 
occupational health and safety, employment equity, pay equity, workers’ compensation, human rights 
and labour relations and there are no current, pending or threatened proceedings before any board or 
tribunal with respect to any of the areas listed herein other than where the failure to so operate or such 
proceedings which, individually or in the aggregate would not have a material adverse effect. 


6. Disclosure. 


TELUS has publicly disclosed in documents filed with the Securities Authorities or disclosed to 
BC TELECOM in writing, on or prior to the date hereof, any information regarding any event, circumstance or 
action taken or failed to be taken which could individually or in the aggregate materially and adversely affect the 
business, operations, assets, capitalization, financial condition, prospects, rights or liabilities of or relating to 
TELUS and its Material Subsidiaries, taken as a whole. 


7. Financial Statements. 


The audited consolidated balance sheet and related consolidated statements of income and retained 
earnings and changes in financial position of TELUS for the fiscal years ending December 31, 1997 and 1996, all 
as contained in TELUS’s 1997 Annual Report, and the unaudited interim consolidated statements for the 
six month period ended June 30, 1998, were prepared in accordance with generally accepted accounting 
principles in Canada consistently applied, except where noted in such reports, and fairly present the 
consolidated financial condition of TELUS at the respective dates indicated and the results of operations of 
TELUS (on a consolidated basis) for the periods covered. 


8. Books and Records. 


The corporate records and minute books of TELUS and the Material Subsidiaries have been maintained 
substantially in accordance with all applicable Laws and are complete and accurate in all material respects. 


9. Litigation, etc. 


Except as set forth or specifically reflected in any document filed with the Securities Authorities, or as 
disclosed in writing to BC TELECOM prior to the date hereof, there is no claim, action, proceeding or 
investigation pending or, to the knowledge of TELUS, threatened against or relating to TELUS or any Material 
Subsidiary or affecting any of their properties or assets before any court or governmental or regulatory authority 
or body that, if adversely determined, is likely to have a material adverse effect on TELUS and its Material 
Subsidiaries, taken as a whole, or prevent or materially delay consummation of the transactions contemplated by 
this Agreement or the Arrangement, nor is TELUS aware of any basis for any such claim, action, proceeding or 
investigation. Neither TELUS nor any Material Subsidiary is subject to any outstanding order, writ, injunction or 
decree that has had or is reasonably likely to have a material adverse effect or prevent or materially delay 
consummation of the transactions contemplated by this Agreement or the Arrangement. 


10. Environmental. 


All operations of TELUS and its Material Subsidiaries, have been and are now, in compliance with all 
Environmental Laws, except where the failure to be in compliance would not individually or in the aggregate 
have a material adverse effect on TELUS. Except as has been disclosed in writing to BC TELECOM prior to the 
date hereof, neither TELUS nor any Material Subsidiary is aware of, or is subject to: 


(i) any proceeding, application, order or directive which relates to environmental health or safety matters, 
and which may require any material work, repairs, construction, or expenditures; or 


(ii) any demand or notice with respect to the breach of any Environmental Laws applicable to TELUS or 
any Subsidiary, including, without limitation, any regulations respecting the use, storage, treatment, 
transportation, or disposition of Hazardous Substances; 


which individually or in the aggregate would have a material adverse effect on TELUS. 
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11. Insurance. 


Policies of insurance in force as of the date hereof naming TELUS as an insured adequately cover all risks 
reasonably and prudently foreseeable in the operation and conduct of the business of TELUS and the Material 
Subsidiaries for which, having regard to the nature of such risk and the relative costs of obtaining insurance, it is 
in the opinion of TELUS acting reasonably to seek such insurances rather than provide for self insurance. All 
such policies of insurance shall remain in force and effect and shall not be cancelled or otherwise terminated as a 
result of the transactions contemplated hereby or by the Arrangement other than such cancellations as would 
not individually or in the aggregate have a material adverse effect. 


12. Tax Matters. 


(a) Returns Filed and Taxes Paid. All Returns required to be filed by or on behalf of TELUS or any 
Material Subsidiaries have been duly filed on a timely basis and such Returns are true, complete and 
correct in all material respects. Except as disclosed in writing by TELUS to BC TELECOM prior to the 
date hereof, all Taxes shown to be payable on the Returns or on subsequent assessments with respect 
thereto have been paid in full on a timely basis, and no other Taxes are payable by TELUS or any 
Material Subsidiaries with respect to items or periods covered by such Returns. 


(b) Tax Reserves. TELUS has paid or provided adequate accruals in its consolidated financial statements 
for the year ended dated December 31, 1997 and for the six month period ended June 30, 1998 for 
Taxes assessed, including income taxes and related deferred taxes, in conformity with generally 
accepted accounting principles applicable in Canada. __ 


(c) Tax Deficiencies; Audits. Except as has been disclosed in writing to BC TELECOM, no deficiencies 
exist or have been asserted with respect to Taxes of TELUS or any Material Subsidiary, neither TELUS 
nor any Material Subsidiary is a Party to any action or proceeding for assessment or collection of Taxes, 
nor has such event been asserted or threatened against TELUS or any Material Subsidiary or any of 
their respective assets, except where such deficiencies, actions or proceedings are not material to 
TELUS or the Arrangement. 


13. Pension and Employee Benefits. 


(a) Other than as disclosed in writing to BC TELECOM on or prior to the date hereof, TELUS has 
complied, in all material respects, with all the terms of and all applicable Laws in respect of the pension 
and other employee compensation and benefit obligations of TELUS and its Material Subsidiaries, 
including the terms of any collective agreements, funding and investment contracts or obligations 
applicable thereto, arising under or relating to each of the pension or retirement income plans or other 
employee compensation or benefit plans, agreements, policies, programs, arrangements or practices, 
whether written or oral, which are maintained by or binding upon TELUS or any of its Material 
Subsidiaries (collectively referred to as the “TELUS Plans”) and all TELUS Plans are fully funded and 
in good standing with such regulatory authorities as may be applicable. 


(b) No step has been taken, no event has occurred and no condition or circumstance exists that has 
resulted in or could reasonably be expected to result in any TELUS Plan being ordered or required to 
be terminated or wound up in whole or in part or having its registration under applicable legislation 
refused or revoked, or being placed under the administration of any trustee or receiver or regulatory 
authority or being required to pay any material taxes, fees, penalties or levies under applicable Laws. 
There are no actions, suits, claims (other than routine claims for payment of benefits in the ordinary 
course), trials, demands, investigations, arbitrations or other proceedings which are pending or 
threatened in respect of any of the TELUS Plans or their assets which individually or in the aggregate 
would have a material adverse effect. 


14, Property. 


Other than as disclosed in writing to BC TELECOM on or prior to the date hereof, TELUS and its 
Material Subsidiaries have good and sufficient title to the real property interests including, without limitation, 
fee simple estate of and in real property, leases, easements, rights of way, permits or licences from landowners or 
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authorities permitting the use of land by TELUS and its Material Subsidiaries, necessary to permit the operation 
of its businesses as presently owned and conducted except as disclosed in writing to the other Party hereto and 
except for such failure of title that would individually or in the aggregate not have a material adverse effect 
on TELUS. 


15. Reports. 


TELUS has filed with the Securities Authorities, true and complete copies of all forms, reports, schedules, 
statements and other documents required to be filed by it since January 1, 1998 (such forms, reports, schedules, 
statements and other documents, including any financial statements or other documents, including any financial 
statements or schedules included therein, are referred to as the “TELUS Documents”), The TELUS 
Documents, at the time filed, (a) did not contain any misrepresentation and (b) complied in all material respects 
with the requirements of applicable securities legislation. TELUS has not filed any confidential material change 
report with any Securities Authorities which at the date hereof remains confidential. 


16. Compliance with Laws. 


Since December 31, 1997, and except as has been publicly disclosed prior to the date hereof in any 
document filed with the Securities Authorities, TELUS and its Material Subsidiaries have complied with and are 
not in violation of any applicable Laws other than non-compliance or violations which would not individually or 
in the aggregate have a material adverse effect on TELUS. 


17. Licenses, etc. 


Except as disclosed in writing to BC TELECOM on or prior to the date hereof, TELUS and each of its 
Material Subsidiaries owns, possesses, or has obtained and is in compliance with, all licenses, permits (including 
permits required under Environmental Laws), certificates, costs, orders, grants and other authorizations of or 
from any Governmental Entity necessary to conduct its businesses as now conducted or as proposed to be 
conducted, the failure to own, possess, obtain or be in compliance with which would not individually or in the 
aggregate have a material adverse effect on TELUS. 


18. Certain Contracts. 


Except as disclosed in writing to BC TELECOM on or prior to the date hereof, neither TELUS nor any of 
its Material Subsidiaries is a party to or bound by any non-competition agreement or any other agreement or 
obligation which purports to limit the manner or the localities in which all or any material portion of the 
business of TELUS or its Material Subsidiaries is or would be conducted other than such contracts which 
individually or in the aggregate would not have a material adverse effect on TELUS. 


19. Year 2000. 


TELUS has taken and is taking all steps as are reasonable and appropriate to ascertain the extent of, 
quantify and successfully address business and financial risks facing TELUS as a result of what is commonly 
referred to as the “Year 2000 problem” (i.e. the inability of computers, as well as embedded microchips in 
non-computing devices, to perform properly date-sensitive functions involving certain dates prior to and after 
December 31, 1999), including risks resulting from the failure of key customers and suppliers of TELUS to 
address successfully the Year 2000 problem, and TELUS has adopted and is implementing a Year 2000 work 
plan and is and will be on a timely basis taking all reasonable steps to minimize the impact of the 
Year 2000 problem. 


20. Disposition of Assets. 


Neither TELUS nor any Material Subsidiary have disposed of any material assets in contemplation of the 
Arrangement, other than dispositions between TELUS and any Material Subsidiary, nor do TELUS nor any 
Material Subsidiary have any current plans to dispose of any material asset or property, other than a disposition 
between TELUS and any Material Subsidiary or a disposition in the ordinary course of business. 
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1. 


SCHEDULE D 
GOVERNANCE ARRANGEMENTS 


Board of Directors 


The Board of Directors of BCT.TELUS Communications Inc. from the Effective Date shall be divided 


between persons who were directors of TELUS prior to the Effective Date and persons who were directors of 
BC TELECOM prior to the Effective Date with up to four Directors being nominees of GTE. To the extent 
possible, depending on GTE’s nominees, this division will be equal. The Board of Directors composition will be 
determined by a committee comprised of two members from BC TELECOM’s Board and two members from 
the TELUS Board, who will review the existing members for their respective boards and make their 
determinations based upon an analysis of the needs of BCT. TELUS Communications Inc., after the Effective 
Date, and the skills that will be brought to the Board by the members. The determinations will be made before 
the date of the respective Shareholder Meetings. 


2. 


The following would be the senior appointments of BCT.TELUS Communications Inc., from the 
Effective Date: 


Chairman: Brian A. Canfield 
President and CEO: George K. Petty 


Committees 


The following committees of the Board of Directors of BCT.TELUS Communications Inc., after the 


Effective Date, will be established with the following as the chairs thereof: 


Corporate Governance Committee: Tain J. Harris, Chair 
Strategic Policy Committee: Ronald P. Triffo, Chair 
Audit Committee: Harold P. Milavsky, Chair 
Human Resources Committee: Michael T. Masin, Chair 
Pension Committee: R. John Butler, Chair 
Head Office 


Burnaby and Edmonton until otherwise determined by the Board of Directors of BCT.TELUS 


Communications Inc. 


Bs 


Name 


BCT.TELUS Communications Inc. 


Transitional Arrangements 
Subject to compliance with any laws as required under the Competition Act: 


(a) during the period from announcement of the transaction until its implementation following approval 


by shareholders and by the Courts, an ad hoc Committee of TELUS and BC TELECOM to be 
composed of two directors from each of BC TELECOM and TELUS (the “Ad Hoc Committee’) will 
be established to work with the persons designated to be Chairman and President and CEO of 
BCT.TELUS Communications Inc. to determine the senior officers of BCT.TELUS 
Communications Inc. and management issues of BCT. TELUS Communications Inc., the transitional 
matters relating to any retention or termination of the employment of any executives of TELUS or 
BC TELECOM and all issues relating thereto; 
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(b) during the period from announcement of the transaction until its implementation following approval 


(c) 


by the shareholders and by the Courts, an ad hoc Strategic Committee composed of members of the 
respective boards and management of BC TELECOM and TELUS, as agreed to, (the “Ad Hoc 
Strategic Committee’’) will be established and will determine and arrive at the transitional operational 
and strategic plan for BCT.TELUS Communications Inc., including management decisions to be 
implemented immediately upon completion of the transaction. The basic strategic and tactical 
decisions necessary so that BCT.TELUS Communications Inc. will become an effective business 
operation as quickly as possible will be overseen by the Ad Hoc Strategic Committee working together 
and with the CEO’s of TELUS and BC TELECOM and the President and CEO of BCT. TELUS 
Communications Inc. The CEOs will carry general responsibility for transitional arrangements within 
the framework established by the ad hoc committees; and 


It should be remembered that this transitional period is expected to last until completion of the 
Arrangement or perhaps even longer. During the time prior to the Effective Time, the businesses of 
TELUS and BC TELECOM must continue to be operated separately, but decisions must be made as 
to their combined operations following completion of the transaction. 
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SCHEDULE E 
MEMORANDUM AND ARTICLES OF BCT.TELUS COMMUNICATIONS INC. 


MEMORANDUM 
“COMPANY ACT” 
"MEMORANDUM OF 
BCT.TELUS Communications Inc. 


1. The name of the Company is BCT. TELUS Communications Inc. 
2. The authorized capital of the Company consists of 4,000,000,000 shares divided into: 
(a) 1,000,000,000 Common Shares without par value; 
(b) 1,000,000,000 Non-Voting Shares without par value; 
(c) 1,000,000,000 First Preferred Shares without par value; and 
(d) 1,000,000,000 Second Preferred Shares without par value. 


3. The Common Shares without par value, the Non-Voting Shares without par value, the First Preferred 
Shares without par value and the Second Preferred Shares without par value shall have attached thereto the 
special rights and restrictions set forth in the Articles of the Company. 
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ARTICLES 
of 
BCT.TELUS. COMMUNICATIONS INC. 


TABLE OF CONTENTS 


Article Subject 


INTERPRETATION 
ih: Definitions same as Company Act 
£2. Definitions 
Construction of Words 
13. Interpretation Act Rules of Construction apply 


SHARES AND SHARE CERTIFICATES 
ann. Member entitled to Certificate 
Cen. Replacement of Lost or Defaced Certificate 
pee Execution of Certificates 
2.4. Recognition of Trusts 


ISSUE OF SHARES 
BA. Directors Authorized 
S.2. Commissions and Brokerage 
3.3. Conditions of Issue 


SHARE REGISTERS 
4.1. Registers of Members, Transfers and Allotments 
4.2. Branch Registers of Members 
4.3. No Closing of Register of Members 


TRANSFER AND TRANSMISSION OF SHARES 
Dil. 
2. 
3.3. Enquiry as to Title not Required 
5.4. Submission of Instruments of Transfer 
a0: Transfer Fee 
5.6 Personal Representative Recognized on Death 
ow Persons in Representative Capacity 


ALTERATION OF CAPITAL 
6.1. Increase of Authorized Capital 
0.2: Other Capital Alterations 
6.3. Creation, Variation and Abrogation of Special Rights and Restrictions . 
6.4. Consent of Class or Series Required 
6.5. Special Rights of Conversion or Exchange 
6.6. Class Meetings and Series Meetings of Members 


PURCHASE AND REDEMPTION OF SHARES 
cee Company Authorized to Purchase or Redeem its Shares 
7.2. and 7.3. Redemption of Shares 
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Article Subject 


BORROWING POWERS 
Sule Powers of Directors 
S22 Special Rights Attached to and Negotiability of Debt Obligations 
83; Register of Debentureholders 
8.4. Execution of Debt Obligations 
8.5. Register of Indebtedness 


GENERAL MEETINGS 
Ore _ Annual General Meetings 
925 Classification of General Meetings 
oD. Calling of Meetings 
9.4. Advance Notice for Election of Directors 
9.5: Notice for General Meeting 
9.6. Waiver or Reduction of Notice 
OF; Notice of Special Business at General Meeting 


PROCEEDINGS AT GENERAL MEETINGS 
101. Special Business 
LOZ; Requirement of Quorum 
10.3. Quorum 
10.4. Lack of Quorum 
10.5. Chairman 
10.6. 
10.7. Adjournments 
10.8. Resolutions Need Not Be Seconded 
L039: Decisions by Show of Hands or Poll 
10.10. Casting Vote 


LOR Manner of Taking Poll 

10.12. Retention of Ballots Cast on a Poll 
10.13. Casting of Votes 

10.14. Ordinary Resolution Sufficient 
10.15. Amendment of Articles 


VOTES OF MEMBERS 
fe Number of Votes Per Share or Member 
{12; Votes of Persons in Representative Capacity 
is3: Representative of a Corporate Member 
11.4. Votes by Joint Holders 
it: Votes by Committee for a Member 
1G: Appointment of Proxyholders 
LEZ. Execution of Form of Proxy 
11.8. Deposit of Proxy 
1S Form of Proxy 
11.10. Validity of Proxy Vote 
i ha Revocation of Proxy 


DIRECTORS 
12a Number of Directors 
122: Remuneration and Expenses of Directors 
WAS Qualification of Directors 
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Part Article Subject 


43 ELECTION AND REMOVAL OF DIRECTORS 
43.1. Election at Annual General Meetings 
43.2. Eligibility of Retiring Director 
13.3. Continuance of Directors 
13.4. Election of Less than Required Number of Directors 
13.5. Filling a Casual Vacancy 
13.6. Alternate Directors 
£04. 


POWERS AND DUTIES OF DIRECTORS 
14.1. Management of Affairs and Business 
14.2. Appointment of Attorney 


DISCLOSURE OF INTEREST OF DIRECTORS 
15.1: Disclosure of Conflicting Interest 
15.2. Voting and Quorum re Proposed Contract 
15.3: Director May Hold Office or Place of Profit with Company 
15.4. Director Acting in Professional Capacity 
15.5; Director Receiving Remuneration from Other Interests 


PROCEEDINGS OF DIRECTORS 
16.1. Chairman and Alternate 
16.2. Meetings — Procedure 
16,3. Meetings by Conference Telephone 
16.4. Notice of Meeting 
16.5. Waiver of Notice of Meetings 
16.6. Quorum 
16.7. Continuing Directors May Act During Vacancy 
16.8. Validity of Acts of Directors 
16.9. Resolution in Writing Effective 


COMMITTEES 
ii Appointment of Committees 
W7e2; Procedure at Meetings 


OFFICERS 
18.1. President and Chief Executive Officer and Secretary Required 
18.2. Removal of President and Chief Executive Officer 
1373; Persons Holding More Than One Office and Remuneration 
18.4. Functions and Duties of Officers 
18.5. Disclosure of Conflicting Interest 


INDEMNITY AND PROTECTION OF DIRECTORS, OFFICERS AND 
EMPLOYEES 

Indemnification of Directors 

Indemnification of Officers, Employees, Agents 

Indemnification Not Invalidated by Non-compliance 
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PROVINCE OF BRITISH COLUMBIA 
COMPANY ACT 


ARTICLES 
OF 


BCT.TELUS Communications Inc. 


PART 1 
INTERPRETATION 


1.1. Except as expressly defined in Section 1.2, the meaning of any words or phrases defined in the 
Company Act shall, if not inconsistent with the subject or context, bear the same meaning in these Articles. 


1.2. In these Articles, unless there is something in the subject or context inconsistent therewith: 
“Board” and “the Directors” or “the directors” mean the Directors of the Company for the time being; 


“Company Act” means the Company Act of the Province of British Columbia as from time to time enacted and 
all amendments thereto and includes the regulations made pursuant thereto; 


“Effective Date” means the date on which the Plan of Arrangement involving BC TELECOM Inc. and — 


TELUS Corporation becomes effective which Plan of Arrangement will be filed at the registered office of 
the Company; 


“month” means calendar month; 


“registered owner” or “registered holder” when used with respect to a share in the authorized capital of the — 


Company means the person registered in the register of members in respect of such share; 


“registrar” means the Registrar of Companies for the Province of British Columbia or other authorized 
person performing his or her duties as Registrar under the Company Act; 


“seal” means the common seal of the Company; 


“special resolution” means a resolution passed by a majority of not less than % of votes cast by those members 
of the Company who, being entitled to do so, vote in person or by proxy at a general meeting of the 
Company to approve any actions as required in these Articles or contemplated by Section 37, 103, 126, 207, 
221, 223, 233, 248, 252, 267 or 289(1) of the Company Act (as at September 30, 1998); 


“Telecommunication Regulations” means the Canadian Telecommunication Common Carrier Ownership 
and Control Regulations pursuant to the Telecommunications Act, as amended from time to time; 


“Telecommunications Act” means the Jelecommunications Act (Canada), as amended from time to time. 


Expressions referring to writing shall be construed as including references to printing, lithography, 
typewriting, photography and other modes of representing or reproducing words in a visible form. 


Words importing the singular include the plural and vice versa; and words importing male persons include 
female persons and words importing persons shall include corporations. 


1.3. The Rules of Construction contained in the Interpretation Act shall apply, mutatis mutandis, to the 
interpretation of these Articles. 
PART 2 
SHARES AND SHARE CERTIFICATES 


2.1. Every member is entitled, without charge, to one certificate representing the share or shares of each 
class held by him; provided that, in respect of a share or shares held jointly by several persons, the Company 
shall not be bound to issue more than one certificate, and delivery of a certificate for a share to one of several 
joint registered holders or to his or her duly authorized agent shall be sufficient delivery to all; and provided 
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further that the Company shall not be bound to issue certificates representing redeemable shares, if such shares 
are to be redeemed within one month of the date on which they were allotted. Any share certificate may be sent 
through the mail by registered prepaid mail to the member entitled thereto, and neither the Company nor any 
transfer agent shall be liable for any loss occasioned to the member owing to any such share certificate so sent 
being lost in the mail or stolen. 


2.2. Ifa share certificate: 


(i) is worn out or defaced, the Directors shall, upon production to them of the said certificate and upon 
such other terms, if any, as they may think fit, order the said certificate to be cancelled and shall issue a 
new certificate in lieu thereof; 


(ii) is lost, stolen or destroyed, then, upon proof thereof to the satisfaction of the Directors and upon such 
indemnity, if any, as the Directors deem adequate being given, a new share certificate in lieu thereof 
shall be issued to the person entitled to such lost, stolen or destroyed certificate; or 


(iii) represents more than one share and the registered owner thereof surrenders it to the Company with a 
written request that the Company issue in his or her name two or more certificates each representing a 
specified number of shares and in the aggregate representing the same number of shares as the 
certificate so surrendered, the Company shall cancel the certificate so surrendered and issue in lieu 
thereof certificates in accordance with such request. 


Such sum, not exceeding the amount specified in the Company Act, as the Directors may from time to time fix, 
shall be paid to the Company for each certificate to be issued under this Article. 


2.3. Every share certificate shall be signed manually by at least one officer or Director of the Company, or 
by or on behalf of a registrar, branch registrar, transfer agent or branch transfer agent of the Company and any 
additional signatures may be printed or otherwise mechanically reproduced and, in such event, a certificate so 
signed is as valid as if signed manually, notwithstanding that any person whose signature is so printed or 
mechanically reproduced shall have ceased to hold the office that he or she is stated on such certificate to hold 
at the date of the issue of the share certificate. 


2.4. Except as required by law, statute or these Articles, no person shall be recognized by the Company as 
holding any share upon any trust, and the Company shall not be bound by or compelled in any way to recognize 
(even when having notice thereof) any equitable, contingent, future or partial interest in any share or in any 
fractional part of a share or (except only as by law, statute or these Articles provided or as ordered by a court of 
competent jurisdiction) any other rights in respect of any share except an absolute right to the entirety thereof by 
its registered holder. 


PART 3 
ISSUE OF SHARES 


3.1. The shares shall be under the control of the Directors who may, subject to the rights of the holders of 
the shares of the Company for the time being outstanding, issue, allot, sell or otherwise dispose of, and/or grant 
options on or otherwise deal in, shares authorized but not outstanding, and outstanding shares held by the 
Company, at such times, to such persons (including Directors), in such manner, upon such terms and conditions, 
and at such price or for such consideration, as they, in their absolute discretion, may determine. 


3.2. Subject to the provisions of the Company Act, the Company, or the Directors on behalf of the 
Company, may pay a commission or allow a discount to any person in consideration of his or her subscribing or 
agreeing to subscribe, whether absolutely or conditionally, for any shares in the Company, or procuring or 
agreeing to procure subscriptions, whether absolutely or conditionally, for any such shares, provided that, if the 
Company is not a specially limited company, the rate of the commission and discount shall not in the aggregate 
exceed 25 per centum of the amount of the subscription price of such shares. 
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3.3. Except as otherwise permitted by the Company Act, no share may be issued until it is fully paid and 
the Company shall have received the full consideration therefor in cash, property or past services actually 
performed for the Company. For the purpose of this Article: 


(i) the value of property or services shall be the value determined by the Directors by resolution to be, in 
all circumstances of the transaction, a fair market value; and 


(ii) the full consideration received for a share issued by way of dividend shall be the amount declared by 
the Directors to be the amount of-the dividend. 


PART 4 
SHARE REGISTERS 


4.1. The Company shall keep or cause to be kept a register of members, a register of transfers and a 
register of allotments within British Columbia, all as required by the Company Act, and may combine one or 
more of such registers. A separate register of members, register of transfers and register of allotments shall be 
kept in respect of each class or series of shares of the Company. The Directors on behalf of the Company may 
appoint a trust company to keep the register of members, register of transfers and register of allotments or, if 
there is more than one class or series of shares issued, the Directors may appoint a trust company, which need — 
not be the same trust company, to keep the register of members, the register of transfers and the register of 
allotments for each class or series of shares. The Directors on behalf of the Company may also appoint one or 
more trust companies, including the trust company which keeps the said registers of its shares or of a class or 
series thereof, as transfer agent for its shares or such class or series thereof, as the case may be, and the same or 
another trust company or companies as registrar for its shares or such class or series thereof, as the case may be. 
The Directors may terminate the appointment of any such trust company at any time and may appoint another 
trust company in its place. 


4.2. Unless prohibited by the Company Act, the Company may keep or cause to be kept one or more 
branch registers of members at such place or places as the Directors may from time to time determine. 


4.3. The Company shall not at any time close its register of members. 


PART 5 
TRANSFER AND TRANSMISSION OF SHARES 


5.1. Subject to the provisions of the Memorandum and of these Articles that may be applicable, any 
member may transfer any of his or her shares by instrument in writing executed by or on behalf of such member 
and delivered to the Company or its transfer agent. The instrument of transfer of any share of the Company 
shall be in the form, if any, on the back of the Company’s share certificates or in such other form as the 
Directors may from time to time approve. Except to the extent that the Company Act may otherwise provide, the 
transferor shall be deemed to remain the holder of the shares until the name of the transferee is entered in the 
register of members or a branch register of members in respect thereof. 


5.2. The signature of the registered owner of any shares, or of his or her duly authorized attorney, upon an 
authorized instrument of transfer shall constitute a complete and sufficient authority to the Company, its 
directors, officers and agents to register, in the name of the transferee as named in the instrument of transfer, 
the number of shares specified therein or, if no number is specified, all the shares of the registered owner 
represented by share certificates deposited with the instrument of transfer. If no transferee is named in the 
instrument of transfer, the instrument of transfer shall constitute a complete and sufficient authority to the 
Company, its directors, officers and agents to register, in the name of the person in whose behalf any certificate 
for the shares to be transferred is deposited with the Company for the purpose of having the transfer registered, 
the number of shares specified in the instrument of transfer or, if no number is specified, all the shares 
represented by all share certificates deposited with the instrument of transfer. 


5.3. Neither the Company nor any Director, officer or agent thereof shall be bound to inquire into the title 
of the person named in the form of transfer as transferee, or, if no person is named therein as transferee, of the 
person on whose behalf the certificate is deposited with the Company for the purpose of having the transfer 
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registered or be liable to any claim by such registered owner or by any intermediate owner or holder of the 
certificate or of any of the shares represented thereby or any interest therein for registering the transfer, and the 
transfer, when registered, shall confer upon the person in whose name the shares have been registered a valid 
title to such shares. 


5.4. Every instrument of transfer shall be executed by the transferor and left at the registered office of the 
Company or at the office of its transfer agent or registrar for registration together with the share certificate for 
the shares to be transferred and such other evidence, if any, as the Directors or the transfer agent or registrar 
may require to prove the title of the transferor or his or her right to transfer the shares and the right of the 
transferee to have the transfer registered. All instruments of transfer where the transfer is registered shall be 
retained by the Company or its transfer agent or registrar and any instrument of transfer, where the transfer is 
not registered, shall be returned to the person depositing the same together with the share certificate which 
accompanied the same when tendered for registration. 


5.5. There shall be paid to the Company in respect of the registration of any transfer such reasonable sum, 
if any, as the Directors may from time to time determine. 


5.6. In the case of the death of a member, the survivor or survivors in respect of shares registered in the 
name of the deceased and the name of another person or other persons in joint tenancy, and the legal personal 
representative of the deceased in any other case, shall be the only persons recognized by the Company as having 
any title to his or her interest in the shares. Before recognizing any legal personal representative the Directors 
may require him or her to deliver to the Company the original or a Court certified copy of a grant of probate or 
letters of administration in British Columbia or such other evidence and documents as the Directors consider 
appropriate in order to establish the right of the legal personal representative to title to the interest of the 
deceased in the shares. 


5.7. The guardian, committee, trustee, curator, tutor, legal personal representative or trustee in 
bankruptcy of a member, although not a member, shall have the same rights, privileges and obligations that 
attach to the shares held by the member if the documents required by the Company Act shall have been 
deposited with the Company. This Article shall not apply on the death of a member with respect to shares 
registered in the name of the deceased and the name of another person or other persons in joint tenancy. 


5.8. Any person becoming entitled to a share as a guardian, committee, trustee, curator, tutor, legal 
personal representative or trustee in bankruptcy of a member, upon such documents and evidence being 
deposited with the Company as the Company Act requires, or who becomes entitled to a share as a result of an 
order of a Court of competent jurisdiction or a statute, has the right either to be registered as a member in his or 
her representative capacity in respect of such share, or, instead of being registered himself, to make such transfer 
of the share as the member could have made; but the Directors shall, as regards such transfer, have the same 
right, if any, to decline or suspend registration of a transferee as they would have in the case of a transfer of a 
share by the member, and such transfer shall be subject to any restrictions and provisions as to the transfer of 
shares as are contained in these Articles or in the Memorandum. 


PART 6 
ALTERATION OF CAPITAL 


6.1. The Company may by special resolution filed with the Registrar amend its Memorandum to increase 
the authorized capital of the Company by: 


(i) creating shares with par value or shares without par value, or both; 


(ii) increasing the number of shares with par value or shares without par value, or both; or 


(iii) increasing the par value of a class of shares with par value, if no shares of that class are issued. 


6.2. The Company may by special resolution filed with the Registrar alter its Memorandum to subdivide, 
consolidate, change from shares with par value to shares without par value, or from shares without par value to 
shares with par value, or change the designation of all or any of its shares but only to such extent, in such manner 
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and with such consents of members holding a class or series of shares which is the subject of or affected by suci, 
alteration, as the Company Act provides. 


6.3. The Company may alter its Memorandum or these Articles: 
(i) by special resolution, to create, define and attach special rights or restrictions to any shares; and 


(ii) by special resolution and by otherwise complying with any applicable provision of its Memorandum 0. 
these Articles, to vary or abrogate any special rights and restrictions attached to any shares, : 


and in each case by filing a certified copy of such resolution with the Registrar, but no right or special righ 
attached to any issued shares shall be prejudiced or interfered with unless: 


(iii) if the: right or special right prejudiced or interfered with is attached to a class of shares, member: 
holding shares of that class; and 


(iv) if the right or special right prejudiced or interfered with is attached to a series of shares and the rights) 
or special rights attached to that series are affected differently from those attached to another series of 
the same class, members holding shares of that series, 


consent by a separate resolution of the members of that class or series, as the case may be, passed by a majority 
of three-fourths of the votes cast, or by such greater majority as may be specified by the special rights and 
restrictions attached to the class or series of shares, as the case may be. 


6.4. Notwithstanding the foregoing provisions of this Part, no such alteration shall be valid as to any part 
of the issued shares of any class, or in the case of a class with more than one series, any series, unless the holders 
of the issued shares of such class or series not being changed either all consent thereto in writing or, at a 
separate class meeting or series meeting, as the case may be, consent thereto by a resolution passed by the votes’ 
of members holding in the aggregate not less than three-fourths of the shares not being changed of that class or 
series, as the case may be. 


6.5. No resolution to create, vary or abrogate any special right of conversion or exchange attaching to a 


shares shall be submitted to any meeting of members unless any consent thereto required to be obtained under 
the Company Act shall have been first obtained. 


6.6. Subject to the provisions of the Company Act, unless specified otherwise in these Articles or in the 
special rights and restrictions attached to any class or series of shares, the provisions of these Articles relating to | 
general meetings shall apply, with the necessary changes and so far as they are applicable, to a class meeting or 
series meeting of members holding a particular class or series of shares. 


PART 7 
PURCHASE AND REDEMPTION OF SHARES 


7.1. The Company may, by a resolution of the Directors pursuant to the special rights and restrictions 
attached to any class or series of shares, as provided in Article 28 hereto or in compliance with the Company Act, 
purchase any of its shares at the price and upon the terms specified in such resolution, or pursuant to the special 
rights and restrictions attaching to any class or series of shares or as provided in Article 28 hereof, redeem any of 
its shares. 


No such purchase or redemption shall be made if the Company is insolvent at the time of the proposed 
purchase or redemption or if the proposed purchase or redemption would render the Company insolvent. 
Unless the shares are to be purchased through a stock exchange or the Company is purchasing the shares from 
dissenting members pursuant to the requirements of the Company Act or from members pursuant to an order of 
a Court of competent jurisdiction, or the shares are to be purchased by the Company from a bona fide employee 
or a bona fide former employee of the Company or of an affiliate of the Company, or his or her personal 
representative, in respect of shares beneficially owned by the employee or former employee, the Company shall, 
subject to the provisions of Article 28, make its offer to purchase pro rata to every member who holds shares of 
the class or series, as the case may be, to be purchased. 
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7.2. Subject to the special rights and restrictions attached to any class or series of shares and subject to the 
provisions of Article 28 hereof, if the Company proposes at its option to redeem some but not all of the shares of 
any class or series, the Directors may decide the manner in which the shares to be redeemed shall be selected. 


7.3. Subject to the provisions of the Company Act, any shares purchased or redeemed by the Company but 
not cancelled may be sold, or, if cancelled, reissued by it, but, while any such shares which have not been 
cancelled are held by the Company, it shall not exercise any vote in respect of these shares and no dividend or 
other distribution shall be paid or made thereon. 


PART 8 
BORROWING POWERS 
8.1. The Directors may from time to time on behalf of the Company: 


(i) borrow money in such manner and amount, on such security, from such sources and upon such terms 
and conditions as they think fit; 


(ii) issue bonds, debentures and other debt obligations either outright or as security for any liability or 
obligation of the Company or any other person; and 


(iii) mortgage, charge, whether by way of specific or floating charge, or give other security on the 
undertaking, or on the whole or any part of the property and assets of the Company (both present and 
future). 


8.2. Any bonds, debentures or other debt obligations of the Company may be issued at a discount, 
premium or otherwise, and with any special privileges as to redemption, surrender, drawing, allotment of or 
conversion into or exchange for shares or other securities, or otherwise and may by their terms be assignable free 
from any equities between the Company and the person to whom they were issued or any subsequent holder 
thereof, all as the Directors may determine. 


8.3. The Company shall keep or cause to be kept within the Province of British Columbia in accordance 
with the Company Act a register of its debentures and a register of debentureholders, which registers may be 
combined, and, subject to the provisions of the Company Act, may keep or cause to be kept one or more branch 
registers of its debentureholders at such place or places as the Directors may from time to time determine and 
the Directors may by resolution, regulation or otherwise make such provisions as they think fit respecting the 
keeping of such branch registers. 


8.4. Every bond, debenture or other debt obligation of the Company shall be signed manually by at least 
one Director or officer of the Company or by or on behalf of a trustee, registrar, branch registrar, transfer agent 
or branch transfer agent for the bond, debenture or other debt obligation appointed by the Company or under 
any instrument under which the bond, debenture or other debt obligation is issued and any additional signatures 
may be printed or otherwise mechanically reproduced thereon and, in such event, a bond, debenture or other 
debt obligation so signed is as valid as if signed manually notwithstanding that any person whose signature is so 
printed or mechanically reproduced shall have ceased to hold the office that he or she is stated on such bond, 
debenture or other debt obligation to hold at the date of the issue thereof. 


8.5. The Company shall keep or cause to be kept a register of its indebtedness to every Director or officer 
of the Company or an associate of any of them, in accordance with the provisions of the Company Act. 
PART 9 
GENERAL MEETINGS 


9.1. Subject to any extensions of time permitted pursuant to the Company Act, an annual general meeting 
shall be held once in every calendar year at such time (being not more than thirteen months after the date on 
which the last preceding annual general meeting was held) and place as may be determined by the Directors. 


9.2. All general meetings other than annual general meetings are herein referred to as and may be called 
extraordinary general meetings. 
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9.3. The Directors may, whenever they think fit, convene an extraordinary general meeting. An 
extraordinary general meeting, if requisitioned in accordance with the Company Act, shall be convened by the 
Directors or, if not convened by the Directors, may be convened by the requisitionists as provided in the 
Company Act. 


9.4. Advance notice of any general meeting at which Directors are to be elected shall be published in the 
manner required by the Company Act. 


9.5. A notice convening a general meeting specifying the place, the day, and the hour of the meeting, and, 
in case of special business, the general nature of that business, shall be given as provided in the Company Act and 
in the manner hereinafter in these Articles mentioned, or in such other manner (if any) as may be prescribed by 
ordinary resolution, whether previous notice thereof has been given or not, to such persons as are entitled by law 
or under these Articles to receive such notice from the Company. Accidental omission to give notice of a 
meeting to, or the non-receipt of notice of a meeting by, any member shall not invalidate the proceedings at 
that meeting. 


9.6. All the members of the Company entitled to attend and vote at a general meeting may, by unanimous 
consent in writing given before, during or after the meeting, or if they are present at the meeting by a unanimous 
vote, waive or reduce the period of notice of such meeting and an entry in the minute book of such waiver or 
reduction shall be sufficient evidence of the due convening of the meeting. 


9.7. Except as otherwise provided by the Company Act, where any Special business at a general meeting 
includes considering, approving, ratifying, adopting or authorizing any document or the execution thereof or the 
giving of effect thereto, the notice convening the meeting shall, with respect to such document, be sufficient if it 
states that a copy of the document or proposed document is or will be available for inspection by members at the 
registered office or records office of the Company or at some other place in British Columbia designated in the 
notice during usual business hours up to the date of such general meeting. 


PART 10 
PROCEEDINGS AT GENERAL MEETINGS 
10.1. All business shall be deemed special business which is transacted at: 
(i) an extraordinary general meeting; and 


(ii) an annual general meeting, with the exception of the consideration of the financial statements and of 
the respective reports of the Directors and Auditor, the election of directors, the appointment of the 
Auditor, the fixing of the remuneration of the Auditor and such other business as by these Articles or 
the Company Act may be transacted at a general meeting without prior notice thereof being given to 
the members or any business which is brought under consideration by the report of the Directors. 


10.2. No business other than election of the chairman or the adjournment of the meeting shall be 
transacted at any general meeting unless a quorum of members entitled to attend and vote is present at the 
commencement of the meeting, but the quorum need not be present throughout the meeting. 


10.3. Save as herein otherwise provided, a quorum shall be two persons present and being, or representing 
by proxy, members holding not less than one-twentieth of the issued shares entitled to be voted at the meeting. 
The Directors, the Secretary, or, in his or her absence, an Assistant Secretary, and the solicitor of the Company 
shall be entitled to attend at any general meeting but no such person shall be counted in the quorum or be 
entitled to vote at any general meeting unless he or she shall be a member or proxyholder entitled to vote 
thereat. 


10.4. If within half an hour from the time appointed for a general meeting a quorum is not present, the 
meeting, if convened upon the requisition of members, shall be dissolved. In any other case it shall stand 
adjourned to the same day in the next week, at the same time and place, and, if at the adjourned meeting a 
quorum is not present within half an hour from the time appointed for the meeting, the person or persons 
present and being, or representing by proxy, a member or members entitled to attend and vote at the meeting 
shall be a quorum. 
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10.5. The Chairman of the Board, if any, or in his or her absence the President and Chief Executive 
Officer of the Company or in his or her absence a Vice-President of the Company, if any, shall be entitled to 
preside as chairman at every general meeting of the Company. 


10.6. If at any general meeting neither the Chairman of the Board nor the President and Chief Executive 
Officer nor a Vice-President is present within fifteen minutes after the time appointed for holding the meeting 
or is willing to act as chairman, the Directors present shall choose one of their number to be chairman or if all 
the Directors present decline to take the chair or shall fail to so choose or if no Director be present, the 
members present shall choose one of their number to be chairman. 


10.7... The chairman may, and shall if so directed by the meeting, adjourn the meeting from time to time 
and from place to place, but no business shall be transacted at any adjourned meeting other than the business 
left unfinished at the meeting from which the adjournment took place. When a meeting is adjourned for thirty 
days or more, notice, but not “advance notice”, of the adjourned meeting shall be given as in the case of an 
original meeting. Save as aforesaid, it shall not be necessary to give any notice of an adjourned meeting or of the 
business to be transacted at an adjourned meeting. 


10.8. No motion proposed at a general meeting need be seconded and the chairman may propose or 
second a motion. 


10.9. Subject to the provisions of the Company Act, at any general meeting a resolution put to the vote of 
the meeting shall be decided on a show of hands, unless (before or on the declaration of the result of the show of 
hands) a poll is directed by the chairman or demanded by at least one member entitled to vote who is present in 
person or by proxy. The chairman shall declare to the meeting the decision on every question in accordance with 
the result of the show of hands or the poll, and such decision shall be entered in the book of proceedings of the 
Company. A declaration by the chairman that a resolution has been carried, or carried unanimously, or by a 
particular majority, or lost or not carried by a particular majority and an entry to that effect in the book of the 
proceedings of the Company shall be conclusive evidence of the fact, without proof of the number or proportion 
of the votes recorded in favour of, or against, that resolution. 


10.10. In the case of an equality of votes, whether on a show of hands or on a poll, the chairman of the 
meeting at which the show of hands takes place or at which the poll is demanded shall not be entitled to a 
second or casting vote in addition to the vote or votes to which he or she may be entitled as a member. 


10.11. No poll may be demanded on the election of a chairman. A poll demanded on a question of 
adjournment shall be taken forthwith. A poll demanded on any other question shall be taken, as soon as, in the 
opinion of the chairman, is reasonably convenient, but in any event within seven days and at such time and place 
and in such manner as the chairman of the meeting directs. The result of the poll shall be deemed to be the 
resolution of and passed at the meeting at which the poll was demanded. Any business other than that upon 
which the poll has been demanded may be proceeded with pending the taking of the poll. A demand for a poll 
may be withdrawn. In any dispute as to the admission or rejection of a vote the decision of the chairman made in 
good faith shall be final and conclusive. 


10.12. Every ballot cast upon a poll and every proxy appointing a proxyholder who casts a ballot upon a 
poll shall be retained by the Secretary for such period and be subject to such inspection as the Company Act may 
provide. 


10.13. Ona poll a person entitled to cast more than one vote need not, if he or she votes, use all his or her 
votes or cast all the votes he or she uses in the same way. 


10.14. Unless the Company Act, the Memorandum or these Articles otherwise provide, any action to be 
taken by a resolution of the members may be taken by an ordinary resolution. 


10.15. Notwithstanding anything to the contrary contained in the Company Act, (a) no amendment may be 
made to these Articles or Memorandum (except as otherwise expressly specified herein), and (b) no action may 
be taken as may be required or contemplated by Sections 37, 103, 126, 207, 221, 223, 233, 248, 252, 267 or 289(1) 
of the Company Act (as at September 30, 1998) as they relate to any approval by members of the Company, 
unless in either case such actions are approved by special resolution. For greater certainty, the requirement of 
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this Article 10.15 shall continue notwithstanding any amendment to the Company Act and this Article 10.15 may 
only be amended by special resolution. 


PART 11 
VOTES OF MEMBERS 


11.1. Subject to any special voting rights or restrictions attached to any class of shares and the restrictions 
on joint registered holders of shares, on a show of hands every member or his or her proxyholder who is present 
and entitled to vote at the meeting shall have one vote and on a poll every member shall have one vote for each 
share of which he or she is the registered holder and may exercise such vote either in person or by proxyholder. 


11.2. Any person who is not registered as a member but is entitled to vote at any general meeting. in 
respect of a share, may vote the share in the same manner as if he or she were a member; but, unless the 
Directors have previously admitted his or her right to vote at that meeting in respect of the share, he or she shall 
satisfy the Directors of his or her right to vote the share before the time for holding the meeting, or adjourned 
meeting, as the case may be, at which he or she proposes to vote. 


11.3. Any corporation not being a subsidiary which is a member of the Company may by resolution of its 
directors or other governing body authorize such person as it thinks fit to act as its representative at any general 
meeting or class or series meeting. The person so authorized shall be entitled to exercise in respect of and at 
such meeting the same powers on behalf of the corporation which he or she represents as that corporation could 
exercise if it were an individual member of the Company personally present, including, without limitation, the 
right, unless restricted by such resolution, to appoint a proxyholder to represent such corporation, and shall be 
counted for the purpose of forming a quorum if present at the meeting. Evidence of the appointment of any 
such representative may be sent to the Company by written instrument, facsimile or any method of transmitting 
legibly recorded messages. Notwithstanding the foregoing, a corporation being a member may appoint 
a proxyholder. 


11.4. In the case of joint registered holders of a share the vote of the senior who exercises a vote, whether 
in person or by proxyholder, shall be accepted to the exclusion of the votes of the other joint registered holders; 
and for this purpose seniority shall be determined by the order in which the names stand in the register of 
members. Several legal personal representatives of a member whose shares are registered in his or her sole 
name shall for the purpose of this Article be deemed joint registered holders. 


11.5. A member of unsound mind entitled to attend and vote, in respect of whom an order has been made 
by any court having jurisdiction, may vote, whether on a show of hands or on a poll, by his or her committee, 
curator bonis, or other person in the nature of a committee or curator bonis appointed by that court, and any 
such committee, curator bonis, or other person may appoint a proxyholder. 


11.6. A member holding more than one share in respect of which he or she is entitled to vote shall be 
entitled to appoint one or more (but in the case of a company that is not a reporting company, not more than 
five) proxyholders to attend, act and vote for him or her on the same occasion. If such a member should appoint 
more than one proxyholder for the same occasion he or she shall specify the number of shares each proxyholder 
shall be entitled to vote. A member may also appoint one or more alternate proxyholders to act in the place and 
stead of an absent proxyholder. 


11.7. A form of proxy shall be in writing under the hand of the appointor or of his or her attorney duly 
authorized in writing, or, if the appointor is a corporation, either under the seal of the corporation or under the 
hand of a duly authorized officer or attorney. A proxyholder need not be a member of the Company. 


11.8. A form of proxy and the power of attorney or other authority, if any, under which it is signed or a 
notarially certified copy thereof shall be deposited at the registered office of the Company or at such other place 
as is specified for that purpose in the notice convening the meeting, not less than 48 hours (excluding Saturdays, 
Sundays and holidays) or such lesser period as the Directors may from time to time determine before the time 
for holding the meeting in respect of which the person named in the instrument is appointed. In addition to any | 
other method of depositing proxies provided for in these Articles, the Directors may from time to time by 
resolution make regulations relating to the depositing of proxies at any place or places and fixing the time or — 
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times for depositing the proxies, which time or times shall not exceed 48 hours (excluding Saturdays, Sundays 
and holidays) preceding the meeting or adjourned meeting specified in the notice calling a meeting of members, 
and providing for particulars of such proxies to be sent to the Company or any agent of the Company in writing 
or by letter, facsimile or any method of transmitting legibly recorded messages so as to arrive before the 
commencement of the meeting or adjourned meeting at the office of the Company or of any agent of the 
Company appointed for the purpose of receiving such particulars and providing that proxies so deposited may be 
acted upon as though the proxies themselves were deposited as required by this Part and votes given in 
accordance with such regulations shall be valid and shall be counted. 


11.9. Unless the Company Act or any other statute or law which is applicable to the Company or to any 
class of its shares requires any other form of proxy, a proxy, whether for a specified meeting or otherwise, shall 
be in the form following, but may also be in any other form that the Directors or the chairman of the meeting 
shall approve: 


(Name of Company) 


The undersigned, being a member of the above named Company, hereby appoints __________ or 

failing him or her ________ ass proxyholder for the undersigned to attend, act and vote for and on 

behalf of the undersigned at the general meeting of the Company to be held on the day of 
and at any adjournment thereof. 


Signed this day ofa eo PU, eeu 
(Signature of member). 


11.10. A vote given in accordance with the terms of a proxy is valid notwithstanding the previous death or 
incapacity of the member giving the proxy or the revocation of the proxy or of the authority under which the 
form of proxy was executed or the transfer of the share in respect of which the proxy is given, provided that no 
notification in writing of such death, incapacity, revocation or transfer shall have been received at the registered 
office of the Company or by the chairman of the meeting or adjourned meeting for which the proxy was given 
before the vote is taken. 


11.11. Every proxy may be revoked by an instrument in writing: 


(i) executed by the member giving the same or by his or her attorney authorized in writing or, where the 
member is a corporation, by a duly authorized officer or attorney of the corporation; and 


(ii) delivered either at the registered office of the Company at any time up to and including the last 
business day preceding the day of the meeting, or any adjournment thereof, at which the proxy is to be 
used, or to the chairman of the meeting on the day of the meeting or any adjournment thereof, before 
any vote in respect of which the proxy is to be used shall have been taken 


or in any other manner provided by law. 


PART 12 
DIRECTORS 


12.1. The number of Directors shall initially be no more than two and from and after the Effective Date 
shall be 16. The number of Directors may be fixed or changed from time to time by special resolution, whether 
previous notice thereof has been given or not, provided that the number of Directors so fixed shall be a number 
which is divisible by 4. 
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12.2. The remuneration of the Directors as such may from time to time be determined by the Directors. 
Such remuneration may be in addition to any salary or other remuneration paid to any officer or employee of 
the Company as such who is also a Director. The Directors shall be repaid such reasonable travelling, hotel and 
other expenses as they incur in and about the business of the Company and if any Director shall perform any 
professional or other services for the Company that in the opinion of the Directors are outside the ordinary 
duties of a Director or shall otherwise be specially occupied in or about the Company’s business, he or she may 
be paid a remuneration to be fixed by the Board, and such remuneration may be either in addition to, or in 
substitution for any other remuneration that he or she may be entitled to receive. The Directors on behalf of the 
Company may pay a gratuity or pension or allowance on retirement to any Director who has held any salaried 
office or place of profit with the Company or to his or her spouse or dependents and may make contributions to 
any fund and pay premiums for the purchase or provision of any such gratuity, pension or allowance. 


12.3. A Director shall not be required to hold a share in the capital of the Company as qualification for his 
or her office but shall be qualified as required by the Company Act, to become or act as a Director. 


PART 13 
ELECTION AND REMOVAL OF DIRECTORS 


13.1. At each annual general meeting of the Company all the Directors shall retire and the members 
entitled to vote thereat shall elect a Board of Directors or Directors ccnsisting of the number of Directors for 
the time being fixed pursuant to these Articles. 


13.2. A retiring Director shall be eligible for re-election. 


13.3. Where the Company fails to hold an annual general meeting in accordance with the Company Act, 
the Directors then in office shall be deemed to have been elected or appointed as Directors on the last day on 
which the annual general meeting could have been held pursuant to these Articles and they may hold office until 
other Directors are appointed or elected or until the day on which the next annual general meeting is held. 


13.4. If at any general meeting at which there should be an election of Directors, the places of any of the 
retiring Directors are not filled by such election, such of the retiring Directors who are not re-elected as may be 
requested by the newly-elected Directors shall, if willing to do so, continue in office to complete the number of 
Directors for the time being fixed pursuant to these Articles until further new Directors are elected at a general 
meeting convened for the purpose. 


13.5. Any casual vacancy occurring in the Board of Directors may be filled by the remaining Directors 
or Director. 


13.6. Any Director may by instrument in writing delivered to the Company appoint any person to be his or 
her alternate to act in his or her place at meetings of the Directors at which he or she is not present unless, if 
such person is not a Director, the Directors shall have reasonably disapproved his or her appointment as an 
alternate Director and shall have given notice to that effect to the Director making such appointment within a 
reasonable time after delivery of such instrument to the Company. Every such alternate Director shall be 
entitled to notice of meetings of the Directors and to attend and vote as a Director at a meeting at which the 
person appointing him or her is not personally present, and, if he or she is a Director, to have a separate vote on 
behalf of the Director he or she is representing in addition to his or her own vote. A Director may at any time by 
instrument, facsimile or any method of transmitting legibly recorded messages delivered to the Company revoke 
the appointment of an alternate Director appointed by him or her. An alternate Director as such shall not be 
entitled to any remuneration from the Company. | 


13.7. The office of Director shall be vacated if the Director: 


(i) resigns his or her office by notice in writing delivered to the registered office of the Company; 0} 
(ii) is convicted of an indictable offence and the other Directors shall have resolved to remove him ° 
her; or 

eee ‘ce . 
(iii) ceases to be qualified to act as a Director pursuant to the Company Act. | 
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PART 14 
POWERS AND DUTIES OF DIRECTORS 


14.1. The Directors shall manage or supervise the management of, the affairs and business of the 
Company and shall have the authority to exercise all such powers of the Company as are not, by the Company 
Act or by the Memorandum or these Articles, required to be exercised by the Company in general meeting, 
subject, nevertheless, to these Articles and all laws affecting the Company. 


14.2. The Directors may from time to time by power of attorney or other instrument under the seal, 
appoint any person to be the attorney of the Company for such purposes, and with such powers, authorities and 
discretions (not exceeding those vested in or exercisable by the Directors under these Articles and excepting the 
powers of the Directors relating to the constitution of the Board and of any of its committees and the 
appointment or removal of officers and the power to declare dividends) and for such period, with such 
remuneration and subject to such conditions as the Directors may think fit, and any such appointment may be 
made in favour of any of the Directors, officers or members of the Company or in favour of any corporation, or 
of any of the shareholders, directors, officers, nominees or managers of any corporation, firm or joint venture 
and any such power of attorney may contain such provisions for the protection or convenience of persons 
dealing with such attorney as the Directors think fit. Any such attorney may be authorized by the Directors to 
subdelegate all or any of the powers, authorities and discretions for the time being vested in him. 


PART 15 
DISCLOSURE OF INTEREST OF DIRECTORS 


15.1. (a) A Director who is, in any way, directly or indirectly interested in an existing or proposed contract 
or transaction with the Company shall disclose the nature and extent of his or her interest in 
accordance with the provisions of the Company Act. 


(b) A Director who holds any office or possesses any property whereby, directly or indirectly, a duty 
or interest might be created in conflict with his or her duty or interest as a Director, shall declare 
the fact, and the nature and extent of the conflict or potential conflict in accordance with the 
provisions of the Company Act. 


15.2. A Director shall not vote in respect of any such contract or transaction with the Company in which 
he or she is interested and if he or she shall do so his or her vote shall not be counted, but he or she shall be 
counted in the quorum present at the meeting at which such vote is taken. This Article and Article 15.1(a) shall 
not apply in those circumstances where a Director is, under the provisions of the Company Act, deemed not to 
be interested in a proposed contract or transaction. The Company, by special resolution, may from time to time 
suspend the application of this Article and Article 15.1(a) to any extent permitted by the Company Act. 


15.3. A Director may hold any office or place of profit with the Company (other than the office of Auditor 
of the Company) in conjunction with his or her office of Director for such period and on such terms (as to 
remuneration or otherwise) as the Directors may determine and no Director or intended Director shall be 
disqualified by his or her office from contracting with the Company either with regard to his or her tenure of any 
such other office or place of profit or as vendor, purchaser or otherwise, and, subject to compliance with the 
provisions of the Company Act, no contract or transaction entered into by or on behalf of the Company in which 
a Director is in any way interested shall be liable to be voided by reason thereof. 


15.4. Subject to compliance with the provisions of the Company Act, a Director or any corporation or firm 
in which he or she has an interest may act in a professional capacity for the Company (except as Auditor of the 
Company) and he or she or such corporation or firm shall be entitled to remuneration for professional services 
as if he or she were not a Director. 


15.5. A Director may be or become a director or other officer or employee of, or otherwise interested in, 
any corporation or firm in which the Company may be interested as a shareholder or otherwise, and, subject to 
compliance with the provisions of the Company Act, such Director shall not be accountable to the Company for 
any remuneration or other benefits received by him or her as director, officer or employee of, or from his or her 
interest in, such other corporation or firm. 
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PART 16 
PROCEEDINGS OF DIRECTORS 


16.1. The Chairman of the Board, if any, or in his or her absence, the President and Chief Executive 
Officer shall preside as chairman at every meeting of the Directors, or if there is no Chairman of the Board or 
neither the Chairman of the Board nor the President and Chief Executive Officer is present within fifteen 
minutes of the time appointed for holding the meeting or is willing to act as chairman, or, if the Chairman of the 
Board, if any, and the President and Chief Executive Officer have advised the Secretary that they will not be 
present at the meeting, the Directors present shall choose one of their number to be chairman of the meeting. 


16.2. The Directors may meet together for the dispatch of business, adjourn and otherwise regulate their 
meetings, as they think fit. Questions arising at any meeting shall be decided by majority of votes, except as 
otherwise set forth in these Articles. In case of an equality of votes the chairman shall not have a second or 
casting vote. Meetings of the Board held at regular intervals may be held at such place, or such time and upon 
such notice (if any) as the Board may by resolution from time to time determine. 


16.3. A Director may participate in a meeting of the Board or of any committee of the Directors by means 
of conference telephones or other communications facilities by means of which all Directors participating in the 
meeting can hear and speak to each other. A Director participating in a meeting in accordance with this Article 
shall be deemed to be present at the meeting and to have so agreed and shall be counted in the quorum therefor 
and be entitled to speak and vote thereat. 


16.4. A Director may, and the Secretary or an Assistant Secretary upon request of a Director shall, call a 
meeting of the Board at any time. Reasonable notice of such meeting specifying the place, day and hour of such 
meeting shall be given by mail, postage prepaid, addressed to each of the Directors and alternate Directors at his 
or her address as it appears on the books of the Company or by leaving it at his or her usual business or 
residential address or by telephone, facsimile or any method of transmitting legibly recorded messages. It shall 
not be necessary to give notice of a meeting of Directors to any Director or alternate Director if such meeting is 
to be held immediately following a general. meeting at which such Director shall have been elected or is the 
meeting of Directors at which such Director is appointed. Accidental.omission to give notice of a meeting to, or 
the non-receipt of notice of a meeting by, any Director or alternate Director shall not invalidate the proceedings 
at that meeting. 


16.5. Any Director of the Company may file with the Secretary a document executed by him or her 
waiving notice of any past, present or future meeting or meetings of the Directors being, or required to have 
been, sent to him or her and may at any time withdraw such waiver with respect to meetings held thereafter. 
After filing such waiver with respect to future meetings and until such waiver is withdrawn no notice need be 
given to such Director and, unless the Director otherwise requires in writing to the Secretary, to his or her 
alternate Director of any meeting of Directors and all meetings of the Directors so held shall be deemed not to 
be improperly called or constituted by reason of notice not having been given to such Director or alternate 
Directors. 


16.6. The quorum necessary for the transaction of the business of the Directors shall be a majority of 
the Directors. 


16.7. The continuing Directors may act notwithstanding any vacancy in their body, but, if and so long as 
their number is reduced below the number fixed pursuant to these Articles as the necessary quorum of 
Directors, the continuing Directors may act for the purpose of increasing the number of directors to that 
number, or for summoning a general meeting of the Company, but for no other purpose. 


16.8. Subject to the provisions of the Company Act, all acts resolved by any meeting of the Directors or of 
a committee of Directors, or by any person acting as a Director, shall, notwithstanding that it be afterwards 
discovered that there was some defect in the qualification, election or appointment of any such Directors or of 
the members of such committee or person acting as aforesaid, or that they or any of them were disqualified, be 
as valid as if every such person had been duly elected or appointed and was qualified to be a Director. 


16.9. A resolution consented to in writing, whether by document, facsimile or any method of transmitting 
legibly recorded messages, by all of the Directors shall be as valid and effectual as if it had been passed at a 
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meeting of the Directors duly called and held. Such resolution may be in two or more counterparts which 
together shall be deemed to constitute one resolution in writing. Such resolution shall be filed with the minutes 
of the proceedings of the Directors and shall be effective on the date stated thereon or on the latest date stated 
on any counterpart. 


PART 17 
COMMITTEES 


17.1. The Directors may by resolution appoint one or more committees consisting of such member or 
members of their body as they think fit and may delegate to any such committee between meetings of the Board 
such powers of the Board subject to such conditions as may be prescribed in such resolution. Notwithstanding 
the foregoing, no committee of Directors shall have authority to: 


(a) submit to the members any question or matter requiring the approval of the members; 


(b) fill a vacancy among the Directors, any committee or the Auditor; 

(c) issue securities except in the manner and on the terms authorized by the Directors; 
(d) declare dividends; 

(e) purchase, redeem or otherwise acquire shares issued by the Company; 

(f) pay a commission referred to in Article 3,2; 

(g). approve a management proxy circular; 

(h) approve a take-over bid circular or directors’ circular; 

(i) appoint or remove the President and Chief Executive Officer; or 

(j) any powers of the Directors set forth in Article 28. 


All committees so appointed shall keep regular minutes of their transactions and shall cause them to be 
recorded in books kept for that purpose, and shall report the same to the Board of Directors at such times as the 
Board of Directors may from time to time require. The Directors shall also have power at any time to revoke or 
override any authority given to or acts to be done by any such committees except as to acts done before such 
revocation or overriding and to terminate the appointment or change the membership of a committee and to fill 
vacancies in it. Committees may make rules for the conduct of their business and may appoint such assistants as 
they may deem necessary. A majority of the members of a committee shall constitute a quorum thereof. 


17.2. Any committee may meet and adjourn as it thinks proper. Questions arising at any meeting shall be 
determined by a majority of votes of the members of the committee present, and in case of an equality of votes 
the chairman shall not have a second or casting vote. A resolution consented to in writing, whether by document, 
facsimile or any method of transmitting legibly recorded messages, by all the members of the committee shall be 
as valid and effective as if it had been passed at a meeting of such committee duly called and constituted. Such 
resolution may be in two or more counterparts which together shall be deemed to constitute one resolution in 
writing. Such resolution shall be filed with the minutes of the proceedings of the committee and shall be effective 
on the date stated thereon or on the latest date stated in any counterpart. 


PART 18 
OFFICERS 


18.1. The Directors shall, from time to time, appoint a President and Chief Executive Officer and a 
Secretary and such other officers, if any, as the Directors shall determine and the Directors may, at any time, 
terminate any such appointment. No officer shall be appointed unless he or she is qualified in accordance with 
the provisions of the Company Act. 


18.2. Notwithstanding the foregoing, no person shall be appointed or designated as the President and 
Chief Executive Officer at any time after the initial President and Chief Executive Officer is appointed or 
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designated at the Effective Date, unless such appointment or designation is approved by a favourable vote of at 
least 75% of the Directors, excluding the then current President and Chief Executive Officer, if any, attending 
and voting at the meeting. Not more than once in any twelve month period, any four Directors may give notice 
to the Secretary that they have lost confidence in the President and Chief Executive Officer specifying the 
reasons therefor. The President and Chief Executive Officer shall be removed from office effective on the 
30th day following the giving of such notice unless on or prior to the 30th day following receipt of such notice at 
least 75% of the Directors, excluding the then current President and Chief Executive Officer, if any, attending 
and voting at the meeting, vote to retain the President and Chief Executive Officer and if not so retained shall 
not be reappointed. In the event of any vacancy, the Directors shall designate an interim President and Chief 
Executive Officer to hold such position until a successor is approved by the Directors in accordance with the 
foregoing, and, failing such interim appointment, the Chairman of the Board shall act as President and Chief 
Executive Officer. This Article 18.2 may only be amended by special resolution. This Article 18.2 shall terminate 
on the tenth anniversary of the Effective Date. 


18.3. One person may hold more than one of such offices except that the offices of President and 
Secretary must be held by different persons. Any person appointed as the Chairman of the Board or the 
President and Chief Executive Officer shall be a Director. The other officers need not be Directors. The 
remuneration of the officers of the Company as such and the terms and conditions of their tenure of office or 
employment shall from time to time be determined by the Directors or any committees of the Directors so 
empowered, such remuneration may be by way of salary, fees, wages or bonuses or any other means or all of 
these modes and an officer may in addition to such remuneration be entitled to receive after he or she ceases to 
hold such office or leaves the employment of the Company a pension or gratuity. 


18.4. The Directors may decide what functions and duties each officer shall perform and may entrust to 
and confer upon him or her any of the powers exercisable by them other than those referred to in Article 17.1 
upon such terms and conditions and with such restrictions as they think fit and may from time to time revoke, 
withdraw, alter or vary all or any of such functions, duties and powers. Subject to the foregoing, the following 
officers shall have the following responsibilities: 


(a) President and Chief Executive Officer: The President and Chief Executive Officer shall be the chief 
executive officer of the Company. The President and Chief Executive Officer shall be charged with the 
general supervision of the business and affairs of the Company, and all such other matters which are 
delegated by the Directors, to the extent that such matters may be delegated by the Company Act and 
these Articles. 


(b) Secretary: The Secretary shall, inter alia, perform the functions of the Secretary specified in the 
Company Act. 


18.5. Every officer of the Company who holds any office or possesses any property whereby, whether 
directly or indirectly, duties or interests might be created in conflict with his or her duties or interests as an 
officer of the Company shall, in writing, disclose to the President and Chief Executive Officer the fact and the 
nature and extent of the conflict. 


PART 19 
INDEMNITY AND PROTECTION OF DIRECTORS, OFFICERS AND EMPLOYEES 


19.1. Subject to the provisions of the Company Act, the Directors shall cause the Company to indemnify a 
Director or former Director of the Company and the Directors shall cause the Company to indemnify a director 
or former director of a corporation of which the Company is or was a shareholder and the heirs and personal 
representatives of any such person against all costs, charges and expenses, including an amount paid to settle an 
action or satisfy a judgment, actually and reasonably incurred by him or her or them including an amount paid to 
settle an action or satisfy a judgment in a civil, criminal or administrative action or proceeding to which he or she 
is or they are made a party by reason of his or her being or having been a Director of the Company or a director — 
of such corporation, including any action brought by the Company or any such corporation. Each Director of the _ 
Company on being elected or appointed shall be deemed to have contracted with the Company on the terms of | 
the foregoing indemnity. } 
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19.2. Subject to the provisions of the Company Act, the Directors shall cause the Company to indemnify 
any officer, employee or agent of the Company or of a corporation of which the Company is or was a 
shareholder (notwithstanding that he or she is also a Director) and his or her heirs and personal representatives 
against all costs, charges and expenses whatsoever incurred by him or her or them and resulting from his or her 
acting as an officer, employee or agent of the Company or such corporation. In addition the Company shall 
indemnify the Secretary or an Assistant Secretary of the Company (if he or she shall not be a full time employee 
of the Company and notwithstanding that he or she is also a Director) and his or her respective heirs and legal 
representatives against all costs, charges and expenses whatsoever incurred by him or her or them and arising 
out of the functions assigned to the Secretary by the Company Act or these Articles and each such Secretary and 
Assistant Secretary shall on being appointed be deemed to have contracted with the Company on the terms of 
the foregoing indemnity. 


19.3. The failure of a Director or officer of the Company to comply with the provisions of the Company 
Act or of the Memorandum or these Articles shall not invalidate any indemnity to which he or she is entitled 
under this Part. 


19.4. The Directors may cause the Company to purchase and maintain insurance for the benefit of any 
person who is or was serving as a Director, officer, employee or agent of the Company or as a director, officer, 
employee or agent of any corporation of which the Company is or was a shareholder and his or her heirs or 
personal representatives against any liability incurred by him or her as such Director, director, officer, employee 
or agent. 


PART 20 
DIVIDENDS AND RESERVE 


20.1. The Directors may from time to time declare and authorize payment of such dividends, if any, as 
they may deem advisable and need not give notice of such declaration to any member. No dividend shall be paid 
otherwise than out of funds and/or assets properly available for the payment of dividends and a declaration by 
the Directors as to the amount of such funds or assets available for dividends shall be conclusive. The Company 
may pay any such dividend wholly or in part by the distribution of specific assets and in particular by paid up 
shares, bonds, debentures or other securities of the Company or any other corporation or in any one or more 
such ways as may be authorized by the Company or the Directors and where any difficulty arises with regard to 
such a distribution the Directors may settle the same as they think expedient and in particular may fix the value 
for distribution of such specific assets or any part thereof, and may determine that cash payments in substitution 
for all or any part of the specific assets to which any members are entitled shall be made to any members on the 
basis of the value so fixed in order to adjust the rights of all parties and may vest any such specific assets in 
trustees for the persons entitled to the dividend as may seem expedient to the Directors. 


20.2. Any dividend declared on shares of any class or series by the Directors may be made payable on such 
date as is fixed by the Directors. 


20.3. Subject to the rights of members (if any) holding shares with special rights as to dividends, all 
dividends on shares of any class or series shall be declared and paid according to the number of such shares held. 


20.4. The Directors may, before declaring any dividend, set aside out of the funds properly available for 
the payment of dividends such sums as they think proper as a reserve or reserves, which shall, at the discretion of 
the Directors, be applicable for meeting contingencies, or for equalizing dividends, or for any other purpose to 
which such funds of the Company may be properly applied, and pending such application may, at the like 
discretion, either be employed in the business of the Company or be invested in such investments as the 
Directors may from time to time think fit. The Directors may also, without placing the same in reserve, carry 
forward such funds, which they think prudent not to divide. 


20.5. If several persons are registered as joint holders of any share, any one of them may give an effective 
receipt for any dividend, bonuses or other moneys payable in respect of the share. 
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20.6. No dividend shall bear interest against the Company. Where the dividend to which a member is 
entitled includes a fraction of a cent, such fraction shall be disregarded in making payment thereof and such 
payment shall be deemed to be payment in full. 


20.7. Any dividend, bonuses or other moneys payable in cash in respect of shares may be paid by cheque 
sent through the post or by electronic transfer, so authorized by the member, directed to the registered address 
of the holder, or in the case of joint holders, to the registered address of that one of the joint holders who is first 
named on the register, or to such person and to such address as the holder or joint holders may direct in writing. 
Every such cheque shall be made payable to the order of the person to whom it is sent. The mailing of such 
cheque or the forwarding by electronic transfer shall, to the extent of the sum represented thereby (plus the 
amount of any tax required by law to be deducted) discharge all liability for the dividend, unless such cheque 
shall not be paid on presentation or the amount of tax so deducted shall not be paid to the appropriate taxing 
authority. 


20.8. Notwithstanding anything contained in these Articles, the Directors may from time to time capitalize 
any undistributed surplus on hand of the Company and may from time to time issue as fully paid and 
non-assessable any unissued shares, or any bonds, debentures or debt obligations of the COREY as a dividend 
representing such undistributed surplus on hand or any part thereof. 


PART 21 : 
DOCUMENTS, RECORDS AND REPORTS 


21.1. The Company shall keep at its records office or at such other place as the Company Act may permit, 
the documents, copies, registers, minutes, and records which the Company is required by the Company Act to 
keep at its records office or such other place, as the case may be. 


21.2. The Company shall cause to be kept proper books of account and accounting records in respect of 
all financial and other transactions of the Company in order properly to record the financial affairs and 
conditions of the Company and to comply with the Company Act. 


21.3. Unless the Directors determine otherwise, no member of the Company shall be entitled to inspect 
the accounting records of the Company. 


21.4. The Directors shall from time to time at the expense of the Company cause to be prepared and laid 
before the Company in general meeting such financial statements and reports as are required by the 
Company Act. 


21.5. Every member shall be entitled to be furnished once gratis on demand with a copy of the latest 
annual financial statement of the Company and, if so required by the Company Act, a copy of each such annual 
financial statement and interim financial statement shall be mailed to each member. 


PART 22 
NOTICES 


22.1. A notice, statement or report may be given or delivered by the Company to any member either by 
delivery to him or her personally or by sending it by mail to him or her to his or her address as recorded in the 
register of members. Where a notice, statement or report is sent by mail, service or delivery of the notice, 
statement or report shall be deemed to be effected by properly addressing, prepaying and mailing the notice, 
statement or report and to have been given on the day, Saturdays, Sundays and holidays excepted, following the 
date of mailing. A certificate signed by the Secretary or other officer of the Company or of any other corporation 
acting in that behalf for the Company that the letter, envelope or wrapper containing the notice, statement or 
report was so addressed, prepaid and mailed shall be conclusive evidence thereof. 


22.2. A notice, statement or report may be given or delivered by the Company to the joint holders of a 
share by giving the notice to the joint holder first named in the register of members in respect of the share. 


22.3. A notice, statement or report may be given or delivered by the Company to any person entitled to a 
share as a guardian, committee, trustee, curator, tutor, legal personal representative or trustee in bankruptcy of 
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a member by sending it through the mail prepaid addressed to such person by name or by the title of the 
representative of the member or by any like description, at the address (if any) supplied to the Company for that 
purpose by the person claiming to be so entitled, or (until such address has been so supplied) by giving the notice 
in a manner in which the same might have been given to the member. 


22.4. Notice of every general meeting or meeting of members holding a class or series of shares shall be 
given in a manner hereinbefore authorized to every member holding at the. time of the issue of the notice or the 
date fixed for determining the members entitled to such notice, whichever is the earlier, shares which confer the 
right to notice of and to attend and vote at any such meeting. No other person except the Auditor of the 
Company and the Directors of the Company shall be entitled to receive notice of any such meeting. 


PART 23 
RECORD DATES 


23.1. The Directors may fix in advance a date, which shall not be more than the maximum number of days 
permitted by the Company Act preceding the date of any meeting of members or any class or series thereof or of 
the payment of any dividend or of the proposed taking of any other proper action requiring the determination of 
members, as the record date for the determination of the members entitled to notice of, or to attend and vote at, 
any such meeting and any adjournment thereof, or entitled to receive payment of any such dividend or for any 
other proper purpose and, in such case, notwithstanding anything elsewhere contained in these Articles, only 
members of record on the date so fixed shall be deemed to be members for the purposes aforesaid. 


23.2. Where no record date is so fixed for the determination of members as provided in the preceding 
Article the date on which the notice is mailed or on which the resolution declaring the dividend is adopted, as 
the case may be, shall be the record date for such determination. 


PART 24 
SEAL 


24.1. The Directors may-provide a seal for the Company and may authorize the affixing thereof to any 
documents by or on behalf of the Company. 


PART 25 
FIRST PREFERRED SHARES AS A CLASS 


The First Preferred Shares shall as a class carry and be subject to the following rights, privileges, restrictions 
and conditions: 


25.1. The First Preferred Shares may be issued at any time or from time to time in one or more series. 
Before any shares of a series are issued, the board of directors of the Company shall fix the number of shares 
that will form such series and shall, subject to the limitations set out in the Articles, determine the designation, 
rights, privileges, restrictions and conditions to be attached to the First Preferred Shares of such series, the 
whole subject to the filing with the registrar of an amendment to the Memorandum and Articles containing a 
description of such series including the rights, privileges, restrictions and conditions determined by the Board of 
Directors. Notwithstanding the foregoing, no series of First Preferred Shares shall be granted the right to vote at 
any general meeting of the Company or the right to be convertible or exchangeable for Common Shares, directly 
or indirectly. 


25.2. The First Preferred Shares of each series shall rank on a parity with the First Preferred Shares of 
every other series with respect to dividends and return of capital and shall be entitled to a preference over the 
Second Preferred Shares and the Common Shares of the Company and over any other shares ranking junior to 
the First Preferred Shares with respect to priority in payment of dividends and in the distribution of assets in the 
event of the liquidation, dissolution or winding-up of the Company, whether voluntary or involuntary, or any 
other distribution of the assets of the Company among its members for the purpose of winding up its affairs. If 
any cumulative dividends, whether or not declared, or declared non-cumulative dividends or amounts payable on 
return of capital are not paid in full in respect of any series of the First Preferred Shares, the First Preferred 
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Shares of all series shall participate rateably in respect of such dividends in accordance with the sums that would 
be payable on such shares if all such dividends were declared and paid in full, and in respect of such return of 
capital in accordance with the sums that would be payable on such return of capital if all sums so payable were 
paid in full; provided, however, that if there are insufficient assets to satisfy in full all such claims as aforesaid, 
the claims of the holders of the First Preferred Shares with respect to return of capital shall be paid and satisfied 
first and any assets remaining thereafter shall be applied towards the payment and satisfaction of claims in 
respect of dividends. The First Preferred Shares of any series may also be given such other preferences not 
inconsistent with the rights, privileges, restrictions and conditions attached to the First Preferred Shares as a 
class over the Second Preferred Shares and the Common Shares of the Company and over any other class 
ranking junior to the First Preferred Shares as may be determined in the case of such series of First 
Preferred Shares. 


25.3. Except as hereinafter referred to or as required by law, the holders of the First Preferred Shares as a 
class shall not be entitled as such to receive notice of, to attend or to vote at any meeting of the members of 
the Company. 


25.4. The rights, privileges, restrictions and conditions attached to the First Preferred Shares as a class 
may be added to, changed or removed but only with the approval of the holders of the First Preferred Shares 
given as hereinafter specified. 


25.5. The approval of the holders of the First Preferred Shares to add to, change or remove any right, 
privilege, restriction or condition attaching to the First Preferred Shares as a class or in respect of any other 
matter requiring the consent of the holders of the First Preferred Shares may be given in such manner as may 
then be required by law, subject to a minimum requirement that such approval be given by resolution signed by 
the holders of not less than 75% of the First Preferred Shares then outstanding or passed by the affirmative vote 
of at least 75% of the votes cast at a meeting of the holders of the First Preferred Shares duly called for 
that purpose. 


The quorum for a meeting of the holders of the First Preferred Shares shall be not less than 25% of the 
outstanding First Preferred Shares present in person or represented by proxy at such meeting, provided 
however, that, if at any such meeting, when originally held, the holders of at least 25% of the outstanding First 
Preferred Shares are not present in person or so represented by proxy within 30 minutes after the time fixed for 
the meeting, then the meeting shall be adjourned to such date, being not less than 7 days later, and to such time 
and place as may be fixed by the chairman of such meeting and, at such adjourned meeting, the holders of First 
Preferred Shares present in person or so represented by proxy, whether or not they hold more or less than 25% 
of all First Preferred Shares then outstanding, may transact the business for which the meeting was originally 
called. 


The formalities to be observed with respect to the giving of notice of any such meeting or any adjourned 
meeting and the conduct thereof shall be those from time to time prescribed by these Articles with respect to 
meetings of members, or if not so prescribed, as required by the Act as in force at the time of the meeting. On 
every poll taken at every meeting of the holders of the First Preferred Shares as a class, or at any joint meeting of 
the holders of two or more series of First Preferred Shares, each holder of First Preferred Shares entitled to vote 
thereat shall have one vote in respect of each First Preferred Share held. 


PART 26 
SECOND PREFERRED SHARES AS A CLASS 


The Second Preferred Shares shall as a class carry and be subject to the following rights, privileges, 
restrictions and conditions: 


26.1. The Second Preferred Shares may be issued at any time or from time to time in one or more series. 
Before any shares of a series are issued, the board of directors of the Company shall fix the number of shares 
that will form such series and shall, subject to the limitations set out in the Articles, determine the designation, 
rights, privileges, restrictions and conditions to be attached to the Second Preferred Shares of such series, the 
whole subject to the filing with the registrar of an amendment to the Memorandum and Articles containing a 
description of such series including the rights, privileges, restrictions and conditions determined by the Board of 
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Directors. Notwithstanding the foregoing, no series of Second Preferred Shares shall be granted the right to vote 
at any general meeting of the Company or the right to be convertible into or exchangeable for Common Shares, 
directly or indirectly. 


26.2. The Second Preferred Shares of each series shall rank on a parity with the Second Preferred Shares 
of every other series with respect to dividends and return of capital and shall, subject to the prior rights of the 
holders of the First Preferred Shares, be entitled to a preference over the Common Shares of the Company and 
over any other shares ranking junior to the Second Preferred Shares with respect to priority in payment of 
dividends and in the distribution of assets in the event of the liquidation, dissolution or winding-up of the 
Company, whether voluntary or involuntary, or any other distribution of the assets of the Company among its 
members for the purpose of winding up its affairs. If cumulative dividends, whether or not declared, or declared 
non-cumulative dividends or amounts payable on return of capital are not paid in full in respect of any series of 
the Second Preferred Shares, the Second Preferred Shares of all series shall participate rateably in respect of 
such dividends in accordance with the sums that would be payable on such shares if all such dividends were 
declared and paid in full, and in respect of such return of capital in accordance with the sums that would be 
payable on such return of capital if all sums so payable were paid in full; provided, however, that if there are 
insufficient assets to satisfy in full all such claims as aforesaid, the claims of the holders of the Second Preferred 
Shares with respect to return of capital shall be paid and satisfied first and any assets remaining thereafter shall 
be applied towards the payment and satisfaction of claims in respect of dividends. The Second Preferred Shares 
of any series may also be given such other preferences not inconsistent with the rights, privileges, restrictions and 
conditions attached to the Second Preferred Shares as a class over the Common Shares of the Company and 
over any other class ranking junior to the Second Preferred Shares as may be determined in the case of such 
series of Second Preferred Shares. 


26.3. Except as hereinafter referred to or as required by law or unless provision is made in the Articles 
relating to any series of Second Preferred Shares that such class is entitled to vote, the holders of the Second 
Preferred Shares as a class shall not be entitled as such to receive notice of, to attend or to vote at any meeting 
of the members of the Company. 


26.4. The rights, privileges, restrictions and conditions attached to the Second Preferred Shares as a class 
may be added to, changed or removed but only with the approval of the holders of the Second Preferred Shares 
given as hereinafter specified. 


26.5. The approval of the holders of the Second Preferred Shares to add to, change or remove any right, 
privilege, restriction or condition attaching to the Second Preferred Shares as a class or in respect of any other 
matter requiring the consent of the holders of the Second Preferred Shares may be given in such manner as may 
then be required by law, subject to a minimum requirement that such approval be given by resolution signed by 
the holders of not less than 75% of the Second Preferred Shares then outstanding or passed by the affirmative 
vote of at least 75% of the votes cast at a meeting of the holders of the Second Preferred Shares duly called for 
that purpose. 


The quorum for a meeting of the holders of the Second Preferred Shares shall be not less than 25% of the 
outstanding Second Preferred Shares present in person or represented by proxy at such meeting, provided 
however, that, if at any such meeting, when originally held, the holders of at least 25% of the outstanding Second 
Preferred Shares are not present in person or so represented by proxy within 30 minutes after the time fixed for 
the meeting, then the meeting shall be adjourned to such date, being not less than 7 days later, and to such time 
and place as may be fixed by the chairman of such meeting and, at such adjourned meeting, the holders of 
Second Preferred Shares present in person or so represented by proxy, whether or not they hold more or less 
than 25% of all Second Preferred Shares then outstanding, may transact the business for which the meeting was 
originally called. 


The formalities to be observed with respect to the giving of notice of any such meeting or any adjourned 
meeting and the conduct thereof shall be those from time to time prescribed by these Articles with respect to 
meetings of members, or if not so prescribed, as required by the Act as in force at the time of the meeting. On 
every poll taken at every meeting of the holders of the Second Preferred Shares as a class, or at any joint 
meeting of the holders of two or more series of First Preferred Shares, each holder of Second Preferred Shares 
entitled to vote thereat shall have one vote in respect of each Second Preferred Share held. 
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PART 27 
COMMON SHARES AND NON VOTING SHARES 


The Common Shares and the Non-Voting Shares shall have attached thereto the following rights, privileges, 
restrictions and conditions: 


27.1. Subject to any preference as to the payment of dividends provided to any shares ranking in priority 
to the Common Shares or the Non-Voting Shares, the holders of Common Shares and of Non-Voting Shares 
shall, except as otherwise hereinafter provided, be entitled to participate equally with each other as to dividends 
and the Company shall pay dividends thereon, as and when declared by the Board of Directors of the Company 
out of moneys properly applicable to the payment of dividends, in amounts per share and at the same time on all 
such Common Shares and Non-Voting Shares at the time outstanding as the Board of Directors may from time 
to time determine. 


27.2. In the event of the liquidation, dissolution or winding-up of the Company or other distribution of 
assets of the Company among its members for the purpose of winding-up its affairs, all of the property and assets 
of the Company which remain after payment to the holders of any shares ranking in priority to the Common 
Shares and Non-Voting Shares in respect of payment upon liquidation, dissolution or winding-up of all amounts 
attributed and properly payable to such holders of such other shares in the event of such liquidation, dissolution, 
winding-up or distribution, shall be paid or distributed equally, share for share, to the holders of the Common 
Shares and the Non-Voting Shares, without preference or distinction. 


27.3. Neither the Common Shares nor the Non-Voting Shares shall be subdivided, consolidated, 
reclassified or otherwise changed unless contemporaneously therewith the other class is subdivided, 
consolidated, reclassified or otherwise changed in the same proportion and in the same manner. 


27.4.1 The holders of the Common Shares shall be entitled to receive notice of and attend (in person or by 
proxy) and be heard at all general meetings of the members of the Company (other than separate meetings of 
the holders of shares of any other class of shares of the Company or any series of shares of such other class of 
shares) and to vote at all such general meetings with each holder of Common Shares being entitled to one vote 
per Common Share held at all such meetings. 


27.4.2 Notwithstanding the foregoing, every member of the Company entitled to vote at an election of 
Directors has the right to cast a number of votes equal to the number of votes attached to the Common Shares 
held by that member multiplied by the number of Directors to be elected, and the member may cast all such 
votes in favour of one candidate or distribute them among the candidates in such manner as the member sees fit, 
and where the member has voted for more than one candidate without specifying the distribution of the 
member’s votes among such candidates, the member shall be deemed to have divided that member’s votes 
equally among the candidates for whom the member voted. A separate vote of members shall be taken with 
respect to each candidate nominated for Director unless a resolution is passed unanimously by those 
shareholders voting in person or by proxy on the matter permitting two or more persons to be elected by a single 
resolution. If the number of candidates nominated for Director exceeds the number of positions to be filled, the 
candidates who receive the least number of votes shall be eliminated until the number of candidates remaining 
equals the number of positions to be filled. Notwithstanding any other provisions of these Articles, a Director 
may not be removed from office if the votes cast against his or her removal would be sufficient to elect him or 
her and such votes could be voted cumulatively at an election at which the same total number of votes were cast 
and the number of Directors required by these Articles were then being elected. 


27.4.3 The holders of the Non-Voting Shares shall be entitled to receive notice of and to attend (in person 
or by proxy) and be heard at all general meetings of the members of the Company (other than separate meetings 
of the holders of shares of any other class of shares of the Company or of shares of any series of shares of any 
such other class of shares other than Common Shares) and shall be entitled to receive all notices of meetings, 
information circulars and other written information from the Company that the holders of Common Shares are 
entitled to receive from the Company but not to vote at such general meetings, unless otherwise required by law. 
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27.5.1. In this Article 27.5, the following terms shall have the following respective meanings: 


“affiliate” has the meaning ascribed thereto in the Securities Act (British Columbia) as at the 
Effective Date; 


“associate” has the meaning ascribed thereto in the Securities Act (British Columbia) as at the 
Effective Date; 


“Conversion Period” means the period of time commencing on the eighth day after the Offer Date and 
terminating on the Expiry Date; 


“Converted Shares” means Common Shares resulting from the conversion of Non-Voting Shares into 
Common Shares pursuant to Article 27.5.2; 


“Exclusionary Offer” means an offer to purchase Common Shares that: 


(i) must, by reason of applicable securities legislation or the requirements of a stock exchange on which 
the Common Shares are listed, be made to all or substantially all of the holders of Common Shares 
who are in a province of Canada to which the requirement applies; and 


(ii) is not made concurrently with an offer to purchase Non-Voting Shares that is identical to the offer to 
purchase Common Shares in terms of price per share and percentage of outstanding shares to be taken 
up exclusive of shares owned immediately prior to the offer by the Offeror, and in all other material 
respects, and that has no condition attached thereto other than the right not to take up and pay for 
shares tendered if no shares are purchased pursuant to the offer for Common Shares, 


and for the purposes of this definition if an offer to purchase Common Shares would be an 
Exclusionary Offer as defined above but for the provisions of subclause (ii), the varying of any term of 
such offer shall be deemed to constitute the making of a new offer unless an identical variation 
concurrently is made to the corresponding offer to purchase Non-Voting Shares; 


“Expiry Date” means the last date upon which holders of Common Shares may accept an Exclusionary Offer; 
“Offer Date” means the date on which an Exclusionary Offer is made or.deemed to be made; 


“Offeror” means a person or company that makes an offer to purchase Common Shares (the “bidder’’), and 
includes any associate or affiliate of the bidder or any person or company that is disclosed in the offering 
document relating to such offer to be acting jointly or in concert with the bidder; and 


“transfer agent” means the transfer agent for the time being for the Common Shares. 


27.5.2 Subject to Article 27.5.5, if an Exclusionary Offer is made, each outstanding Non-Voting Share shall 
be convertible into one fully paid and non-assessable Common Share at the option of the holder thereof 
exercisable during the Conversion Period. The conversion right provided for in this Article 27.5.2 shall be 
exercised by notice in writing given to the transfer agent accompanied by the certificate or certificates 
representing the Non-Voting Shares which the holder desires to convert, and such notice shall be executed by the 
person registered on the books of the Company as the holder of the Non-Voting Shares, or by his attorney duly 
authorized in writing, and shall specify the number of Non-Voting Shares which the holder desires to have 
converted. The holder shall pay any governmental or other tax imposed on or in respect of such conversion. 
Upon receipt by the transfer agent of such notice and share certificate or certificates, the Company shall issue or 
cause to be issued a share certificate representing fully paid Common Shares as prescribed above and in 
accordance with Article 27.5.4. If less than all of the Non-Voting Shares represented by any share certificate are 
to be converted, the holder shall be entitled to receive a new share certificate representing in the aggregate the 
number of Non-Voting Shares represented by the original share certificate which are not to be converted. 


27.5.3 An election by a holder of Non-Voting Shares to exercise the conversion right provided for in 
Article 27.5.2 shall be deemed to also constitute irrevocable elections by such holder (i) to deposit the Converted 
Shares pursuant to the Exclusionary Offer (subject to such holder’s right to subsequently withdraw the shares 
from the offer in accordance with the terms thereof and applicable law) and (ii) to exercise the right to convert 
into Non-Voting Shares on a one for one basis, all Converted Shares in respect of which such holder exercises his 
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right of withdrawal from the Exclusionary Offer or which are not otherwise ultimately taken up and paid for 
under the Exclusionary Offer (including by way of the abandonment or withdrawal of the Exclusionary Offer 
without any shares being acquired), and an irrevocable agreement by the holder exercising such rights of 
conversion not to vote any Converted Shares. Any conversion of Converted Shares into Non-Voting Shares 
pursuant to such deemed election in respect of which the holder exercises his right of withdrawal from the 
Exclusionary Offer shall be effective at the time such right of withdrawal is exercised without prejudice to the 
ability to reconvert or retender, If the right of withdrawal is not exercised, any conversion into Non-Voting 
Shares pursuant to such deemed election-shall be effective: 


(a) in respect of an Exclusionary Offer which is completed, immediately following the time by which the 
Offeror is required under applicable securities legislation to take up and pay for all shares to be 
acquired by the Offeror under the Exclusionary Offer; and 


(b) in respect of an Exclusionary Offer which is abandoned or withdrawn, at the time at which the 
Exclusionary Offer is abandoned or withdrawn. 


27.5.4 No share certificates representing Converted Shares shall be delivered to or to the order of the 
holders thereof before such shares have been deposited pursuant to the Exclusionary Offer and the transfer 
agent, on behalf of the holders of the Converted Shares, shall deposit, and the holders of such shares shail be 
deemed to have irrevocably directed the transfer agent to deposit, pursuant to the Exclusionary Offer, the 
certificate or certificates representing the Converted Shares. Upon completion of the offer, the transfer agent 
shall deliver or cause to be delivered to the holders entitled thereto all consideration paid by the Offeror 
pursuant to the offer in respect of Converted Shares. If Converted Shares are converted into Non-Voting Shares 
pursuant to the deemed election under Article 27.5.3, the transfer agent shall deliver to the holders entitled 
thereto a share certificate representing the Non-Voting Shares resulting from the conversion. The Company shall 
make all arrangements with the transfer agent necessary or desirable to give effect to this Article 27.5.4. 


27.5.5 Subject to Article 27.5.6, the conversion right provided for in Article 27.5.2 shall not come into 
effect if: 


(a) prior to the Offer Date there is delivered to the transfer agent and to the Secretary of the Company a 
certificate or certificates signed by or on behalf of one or more members of the Company owning in the 
aggregate, as at the Offer Date, more than 50% of the then outstanding Common Shares, exclusive of 
shares owned immediately prior to the Offer Date by the Offeror, which certificate or certificates shall 
confirm, in the case of each such shareholder, that such members shall not: 


(i) tender any shares in acceptance of any Exclusionary Offer without giving the transfer agent and 
the Secretary of the Company written notice of such acceptance or intended acceptance at least 
seven days prior to the Expiry Date; 


(ii) make any Exclusionary Offer; 
(iii) act jointly or in concert with any person or company that makes an Exclusionary Offer; or 


(iv) transfer any Common Shares, directly or indirectly, during the time at which any Exclusionary 
Offer is outstanding without giving the transfer agent and the Secretary of the Company written 
notice of such transfer or intended transfer at least seven days prior to the Expiry Date relating to 
such Exclusionary Offer, which notice shall state, if known to the transferor, the names of the 
transferees and the number of Common Shares transferred or to be transferred to each 
transferee; or 


(b) as of the end of the seventh day after the Offer Date there has been delivered to the transfer agent and 
to the Secretary of the Company a certificate or certificates signed by or on behalf of one or more 
members of the Company owning in the aggregate more than 50% of the then outstanding Common 
Shares as at the Offer Date, exclusive of shares owned immediately prior to the Offer Date by the 
Offeror, which certificate or certificates shall confirm, in the case of each such member: 


(i) the number of Common Shares owned by the member; 
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(ii) that such member is not making the offer and is not an associate or affiliate of, or acting jointly or 
in concert with, the person or company making the offer; 


(iii) that such member shall not tender any shares in acceptance of the offer, including any varied form 
of the offer, without giving the transfer agent and the Secretary of the Company written notice of 
such acceptance or intended acceptance at least seven days prior to the Expiry Date; and 


(iv) that such member shall not transfer any Common Shares, directly or indirectly, prior to the Expiry 
Date without giving the transfer agent and the Secretary of the Company written notice of such 
transfer or intended transfer at least seven days prior to the Expiry Date, which notice shall state, 
if known to the transferor, the names of the transferees and the number of Common Shares 
transferred or to be transferred to each transferee; or 


as of the end of the seventh day after the Offer Date a combination of certificates that comply with 
either clause (a) or (b) from members of the Company owning in the aggregate more than 50% of the 
then outstanding Common Shares as at the Offer Date has been delivered to the transfer agent and to 
the Secretary of the Company. 


27.5.6 If a notice referred to in Articles 27.5.5(a)(i), 27.5.5(a)(iv), 27.5.5(b)(iii) or 27.5.5(b)(iv) is given 
and the conversion right provided for in subsection 27.5.2 has not come into effect, the transfer agent shall either 
forthwith upon receipt of the notice or forthwith after the seventh day following the Offer Date, whichever is 
later, determine the number of Common Shares in respect of which there have been delivered certificates that 
are subsisting and that comply with either Article 27.5.5(a) or 27.5.5(b). For the purpose of this determination, 
certificates in respect of which such a notice has been delivered shall not be regarded as subsisting, the transfer 
that is the subject of any notice referred to in Article 27.5.5(a)(iv) or 27.5.5(b)(iv) shall be deemed to have 
already taken place at the time of the determination, and the transferee in the case of any notice referred to in 
Article 27.5.5(a)(iv) or 27.5.5(b)(iv) shall be deemed to be a person or company from whom the transfer agent 
has not received a subsisting certificate unless the transfer agent is otherwise advised either by such notice or by 
the transferee in writing. If the number of Common Shares so determined does not exceed 50% of the number 
of then outstanding Common Shares as at the Offer Date, exclusive of Common Shares owned immediately 
prior to the Offer Date by the Offeror, Article 27.5.5 shall cease to apply and the conversion right provided for 
in Articles 27.5.2 shall be in effect for the remainder of the Conversion Period. 


27.5.7 As soon as is reasonably practicable after the seventh day after the Offer Date, the Company shall 
send to each holder of Non-Voting Shares a notice advising such holders as to whether they are entitled to 
convert their Non-Voting Shares into Common Shares pursuant to Article 27.5.2 and the reasons therefor. If 
such notice discloses that the holders of Non-Voting Shares are not so entitled but it is subsequently determined 
that they are so entitled by virtue of Article 27.5.6 or otherwise, the Company shall forthwith send another 
notice to such holders advising them of that fact and the reasons therefor. 


27.5.8 If a notice referred to in Article 27.5.7 discloses that the conversion right provided for in 
Article 27.5.2 has come into effect, the notice shall: 


(a) include a description of the procedure to be followed to effect the conversion and to have the 
Converted Shares tendered under the offer; 


(b) include the information as to Article 27.5.3 hereof; and 


(c) be accompanied by a copy of the offer and all other material sent to holders of Common Shares in 
respect of the offer, and as soon as is reasonably practicable after any additional material, including a 
notice of variation or change, is sent to the holders of Common Shares in respect of the offer, the 
Company shall send a copy of such additional material to each holder of Non-Voting Shares. 


27.5.9 Prior to or forthwith after sending any notice referred to in Article 27.5.7, the Company shall cause 
a press release to be issued to a Canadian national news wire service describing the contents of the notice. 
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27.6.1. In this Article 27.6, unless there is something in the subject matter or context inconsistent 
therewith: 


“business day” means a day other than a Saturday, a Sunday or any other day that is a statutory or civic 
holiday in the place where the Company’s registered office is located and in the event that any day on which 
any action is required or permitted to be taken pursuant to these provisions is not a business day such action 
shall be required or permitted to be taken on the next succeeding day that is a business day; and 


“close of business” means, with respect.to the conversion of any Non-Voting Shares, the normal closing time 
of the office of the transfer agent for the Non-Voting Shares at which the holder thereof deposits the 
certificate or certificates representing such shares in exercise of the conversion privilege contained in this 
Article 27.6. 


27.6.2 If the Telecommunications Regulations are changed so that there is no restriction on any 
non-Canadians (as defined in the Telecommunications Regulations) holding Common Shares in the Company, a 
holder of one or more Non-Voting Shares shall have the right, at his or her option, at any time after the date of 
change of the Telecommunications Regulations and prior to the close of business ninety (90) days thereafter (the 
“Regulatory Conversion Period”) to convert, subject to these provisions, any one or more of such Non-Voting 
Shares into Common Shares on a one for one basis. 


27.6.3. The conversion of one or more Non-Voting Shares shall be effected by the deposit of the certificate 
or certificates representing the same at any time during usual business hours at the option of the holder at any 
office of any transfer agent of the Company at which the Non-Voting Shares are transferable accompanied by a 
written instrument of surrender in form satisfactory to the Company duly executed by the registered holder or 
his attorney duly authorized in writing, in which instrument such holder may elect to convert part only of the 
Non-Voting Shares represented by such certificate or certificates, in which event the Company shall issue and 
deliver or cause to be delivered to such holder, at the expense of the Company, a new certificate representing 
the Non-Voting Shares represented by such certificate or certificates which have not been converted. 


27.6.4 As promptly as practicable after the deposit of any Non-Voting Shares for conversion, the Company 
shall issue and shall deliver or cause to be delivered to or upon the written order of the holder of the Non-Voting 
Shares so surrendered, a certificate or certificates issued in the name of, or in such name or names as may be 
directed by, such holder representing the number of Common Shares to which such holder is entitled. Subject to 
the following provisions of this Article 27.6.4, such conversion shall be deemed to have been made at the close of 
business on the date such Non-Voting Shares shall have been deposited for conversion, so that the rights of the 
holder of such Non-Voting Shares as the holder thereof shall cease at such time and the person or persons 
entitled to receive Common Shares upon such conversion shall be treated for all purposes as having become the 
holder or holders of record of such Common Shares at such time; provided, however, that no such deposit on 
any date when the Company’s registers of transfers of Common Shares shall be properly closed shall be effective 
to constitute the person or persons entitled to receive Common Shares upon such conversion as the holder or 
holders of record of such Common Shares on such date, but such deposit shall be effective to constitute the 
person or persons entitled to receive such Common Shares as the holder or holders of record thereof for all 
purposes. For these purposes the date of deposit of any Non-Voting Share for conversion shall be deemed to be 
the date when the certificate representing such Non-Voting Share is received by a transfer agent of the Company 
as provided in this Article 27.6.4. 


27.6.5 If the Telecommunications Regulations are changed so that there is no restriction on any 
non-Canadians (as defined in the Telecommunications Regulations) holding Common Shares in the Company 
and following the Regulatory Conversion Period there are Non-Voting Shares still outstanding, all holders of 
Non-Voting Shares shall be deemed to have exercised their right to convert the Non-Voting Shares held by them 
to Common Shares upon receipt by all of the holders of written notice from the Company stating that the 
Company is requiring all holders to convert their Non-Voting Shares to Common Shares on the date specified in 
such notice in the manner specified in this Article 27.6 and the date specified in the notice shall be the date of 
conversion. Upon such deemed conversion, pursuant to this Article 27.6.5, all holders of Non-Voting Shares 
shall, as of the date of conversion, be deemed to be holders of Common Shares to which they are entitled and 
the provisions of Article 27.6.3 and 27.6.4 hereof shall apply to the holders of Non-Voting Shares with respect to 
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the issue and delivery of certificates for Common Shares in exchange for the Non-Voting Shares which are 
deemed to be converted. 


27.7.1 In this Article 27.7 unless there is something in the subject matter or context inconsistent therewith: 


“Constrained Class” means the class of persons each of whom is a non-Canadian as defined in the 
Telecommunications Regulations; 


“Maximum Aggregate Holdings” means the maximum number of Common Shares that may be owned or 
controlled by persons in the Constrained Class in accordance with the Telecommunications Regulations so 
that, when added to all other voting shares (as defined in the Telecommunications Regulations) owned or 
controlled by the Constrained Class, the Company will be and will continue to be a Telecommunications 
Common Carrier Holding Company; 


“Telecommunications Common Carrier” means any entity which is a “telecommunications common carrier” 
within the meaning of the Telecommunications Act; and 


“Telecommunications Common Carrier Holding Company” means any “qualified corporation” (as each such 
expression is defined in the Telecommunications Regulations). 


27.7.2 The Company shall provide notice to each holder of Common Shares at least ten (10) days’ before 
the record date in respect of each general meeting of the Company at which the Non-Voting Shares will be 
entitled to vote as a class. In such event, and to the extent that, after taking in to account the conversion, the 
Constrained Class would continue to hold no more than the Maximum Aggregate Holdings, each outstanding 
Common Share shall be convertible into one Non-Voting Share on a one for one basis. Notice to each holder of 
Common Shares shall be deemed to have been given if such notice is published once in each of the cities in 
which a register for holders of Common Shares is maintained, such publication to be made in a daily newspaper 
(or, if no daily newspaper is being published, in such other publication in the area as the Company may 
determine) in the English language of general circulation in the designated city. 


27.7.3 To exercise such conversion right a member holding Common Shares or his or her attorney duly 
authorized in writing shall: 


(a) provide written notice to the transfer agent of the exercise of such right and of the number of Common 
Shares in respect of which the right is being exercised; 


(b) deliver to the transfer agent the share certificate or certificates representing the Common Shares in 
respect of which the right is being exercised; and 


(c) pay any governmental or other tax imposed on or in respect of such conversion. 


27.7.4 In order to be entitled to convert Common Shares, the holder must satisfy the conditions of this 
Article 27.7 no later than the fifth business day preceding the date of the meeting (or any adjourned or 
postponed meeting). The said Common Shares shall be deemed to be converted at the close of business day on 
such business day (in this paragraph referred to as the “Conversion Date’’) and from and after the Conversion 
Date such Common Shares as are converted shall cease to be entitled to dividends (except dividends for which 
the record date was on or prior to the Conversion Date) and the holders thereof shall not be entitled to exercise 
any of the rights of the holders of Common Shares in respect thereof (including any applicable voting rights) but 
shall be entitled to dividends (except dividends for which the record date was on or prior to the Conversion 
Date) and the rights of holders of Non-Voting Shares (including any applicable voting rights). In particular, 
irrespective of the fact that the holders of the Non-Voting Shares issued upon the conversion of the Common 
Shares were not members as of the record date for the meeting of holders of Non-Voting Shares, they shall be 
entitled to vote at the meeting of holders of Non-Voting Shares and shall not be entitled to vote as holders of 
Common Shares. 


27.7.5 Notwithstanding the foregoing, the Company shall only be obliged to convert Common Shares so 
tendered for conversion to the extent that, after taking into account the conversions, such conversion would not 
result in the Constrained Class holding more than the Maximum Aggregate Holdings and if such conversion of 
any such Common Shares would result in the Maximum Aggregate Holdings being exceeded, the Company shall 
only be obliged to convert such lesser number of Common Shares of each holder tendering Common Shares for 
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conversion as is such holder’s pro rata share of the number of Common Shares which may be converted without 
causing the Maximum Aggregate Holdings to be exceeded, treating Canadians and non-Canadians separately. 
Upon the acceptance of a members’ exercise of the conversion right in respect of the Common Shares under this 
Article 27.7, a member shall be entitled to have issued for his or her benefit a share certificate representing 
fully-paid Non-Voting Shares on the basis of one Non-Voting Share for each Common Share converted. If less 
than all of the Common Shares represented by any certificate are converted, a new certificate for the balance 
shall be issued. 


27.8. The holders of Common Shares of the Company shall have the right to convert Common Shares 
which are “excess voting shares” into Non-Voting Shares in the manner and subject to the provisions as provided 
in Article 28 hereof. 


27.9. Save as aforesaid, each Common Share and each Non-Voting Share shall have the same rights and 
attributes and be the same in all respects. 


27.10. The provisions of this Article 27, may be deleted, amended, modified or varied in whole or in part 
upon the approval of any such amendment being given by the holders of the Common Shares and the 
Non-Voting Shares by special resolution and as required by the Company Act. 


PART 28 
OWNERSHIP AND VOTING RESTRICTIONS 


28.1. In this Article, unless the context otherwise requires: 


“Arrangement” means the arrangement in respect of BC TELECOM Inc. under the provisions of 
section 192 of the Canada Business Corporations Act and the arrangement in respect of TELUS Corporation 
under the provisions of section 186 of the Business Corporations Act (Alberta); 


“Canadian” has the meaning set forth in the Telecommunications Regulations; 


“Directors’ determination” and similar expressions mean a determination made by the Directors of the 
Company in accordance with Article 28.17; 


“disposition notice” has the meaning set forth in Article 28.8; 


“excess voting shares” means voting shares, beneficially owned or controlled in contravention of the 
non-Canadian share constraint; 


“non-Canadian” has the meaning set forth in the Telecommunications Regulations; 
“non-Canadian share constraint” has the meaning set forth in Article 28.4; 
“non-Canadian voting constraint” has the meaning set forth in Article 28.7; 
“Predecessor Companies” mean BC TELECOM Inc. and TELUS Corporation; 


“principal stock exchange” means, at any time, the stock exchange in Canada on which the highest volume of 
voting shares is generally traded at that time, as determined by the Directors; 


“Restricted Percentage” means 33'4% or such other percentage as may from time to time be prescribed by 
the Telecommunications Regulations as the percentage of voting shares which may be beneficially owned 
and controlled, other than by Canadians, in order for a corporation to be a qualified corporation as defined 
in the Telecommunications Regulations, provided that if no such percentage is prescribed, it shall be 
deemed to mean 100%; 


“shareholder” in this Article means member; 
“shareholder default” has the meaning set forth in paragraph (d) of Article 28.8; 
“shareholder’s declaration” means a declaration made in accordance with Article 28.18; and 


“suspension” has the meaning set forth in Article 28.10 and “suspend”, “suspended” and similar 
expressions have corresponding meanings; 
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“voting share” means a share of any class of shares of the Company carrying voting rights under all 
circumstances or by reason of an event that has occurred and is continuing or by reason of a condition that 
has been fulfilled, and includes: 


(a) a security that is convertible into such a share at the time a calculation of the percentage of shares 
owned and controlled by Canadians is made; and 


(b) an option or a right to acquire such a share, or the security referred to in paragraph (a), that is 
exercisable at the time the calculation referred to in that paragraph is made. 


28.2. The provisions of Sections 3, 4, 15 and 27 of the Telecommunications Regulations are deemed to be 
incorporated in this Article 28. Any provision of this Article 28 that may be read in a manner that is inconsistent 
with the Telecommunications Regulations shall be read so as to be consistent therewith. 


28.3. For greater certainty, no person is presumed to be an associate of any other person for purposes of 
this Article 28 solely by reason that one of them has given the other the power to vote or direct the voting of 
voting shares of a class of voting shares at a meeting of the holders of that class pursuant to a revocable proxy 
where the proxy is solicited solely by means of an information circular issued in a public solicitation of proxies 
that is made in respect of all voting shares of that class and in accordance with applicable law. 


28.4. Non-Canadian members shall not beneficially own or control, otherwise than by way of security only, 
in the aggregate more than the Restricted Percentage of the issued and outstanding voting shares of the 
Company. (The foregoing prohibition is referred to in this Article 28 as the “non-Canadian share constraint’.) 


28.5. In the event that it appears from the central securities register of the Company that, or in the event 
of a Directors’ determination that there is a contravention of the non-Canadian share constraint: 


(a) the Company may pursuant to a Director’s determination, make a public announcement, whether by 
press release, newspaper advertisements or otherwise, reasonably expected to inform the markets in 
which voting shares are traded of the contravention; and 


(b) the Company may refuse to: 


(i) accept any subscription for voting shares from any non-Canadian; 


(ii) issue any voting shares to any non-Canadian; 


(iii) register or otherwise recognize the transfer of any voting shares from any Canadian to any 
non-Canadian;or 


(iv) purchase or otherwise acquire any voting shares, except as provided herein. 


28.6. In the event of a Directors’ determination that there is a contravention of the non-Canadian share 
constraint and that to do so would be practicable and would not be unfairly prejudicial to, and would not unfairly 
disregard the interests of, persons beneficially owning or controlling voting shares who are non-Canadians, the 
Company shall send a disposition notice to the registered holders of such of those voting shares as shall be 
chosen on the basis of inverse order to the order of registration of all non-Canadians. For the purposes of 
determining the inverse orders of registration, the Company shall use the inverse order of registration as shown 
on the registers of holders of the voting shares of the Company and the Predecessor Companies (excluding those 
registrations made on the Effective Date as part of the Arrangement or as part of any transaction effected by 
either of the Predecessor Companies with any particular shareholder or affiliate thereof on or prior to the 
Effective Date and prior to the steps of the Arrangement, which, if they involve an issuance of shares in return, 
directly or indirectly, for the purchase of other shares, and/or any transfers of shares, shall be deemed to have 
been registered as of the date of registration originally applicable to the shares being purchased prior to any such 
transfers thereof). 


28.7. The Company may, by Director’s determination, suspend all rights of a member to vote that would 
otherwise be attached to any voting shares beneficially owned, or controlled, or considered by this Article 28 to 
be beneficially owned, or controlled, by non-Canadians, in the order as hereinafter provided, so that the 
proportion of the voting shares beneficially owned, or controlled, or considered by the Telecommunications 
Regulations to be beneficially owned, or controlled, by non-Canadians and with respect to which voting rights 
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are not suspended, is reduced to not more than the Restricted Percentage of the total issued and outstanding 
voting shares of the Company. The voting rights referred to above shall be suspended in an order inverse to the 
date of registration in the manner as provided in Article 28.6. 


28.8. Any notice (a “disposition notice”) required to be sent to a registered holder of voting shares 
pursuant to Article 28.6: 


(a) shall, in addition to any other information which may be required by the Telecommunications 
Regulations specify in reasonable detail the nature of the contravention of the non-Canadian share 
constraint, the number of voting shares determined to be excess voting shares and the consequences of 
the contravention specified in this Article 28; 


shall request an initial or further shareholder’s declaration; 


shall specify a date, which shall be not less than 60 days, after the date of the disposition notice, by 
which the excess voting shares are to be sold or otherwise disposed of or, if the Directors determine it 
to be in the interests of the Company to permit a conversion, converted into Non-Voting Shares as 
hereinafter provided in Article 28.15; and 


shall state that unless the registered holder either: 


(i) sells or otherwise disposes of or converts the excess voting shares into Non-Voting Shares by the 
date specified in the disposition notice on a basis that does not result in any contravention of the 
non-Canadian share constraint and provides to the Company, in addition to the shareholder’s 
declaration requested pursuant to paragraph (b) of this Article 28.8, written evidence satisfactory 
to the Company of such sale, other disposition or conversion; or 


(ii) provides to the Company, in addition to the shareholder’s declaration requested pursuant to 
paragraph (b) of this Article 28.8, written evidence satisfactory to the Company that no such sale, 
other disposition or conversion of excess voting shares is required; 


such default (a “shareholder default”) shall result in the consequence of suspension of voting rights 
pursuant to Article 28.10 and may result in the consequence of sale or conversion in accordance with 
Article 28.12 or 28.15 or repurchase or redemption in accordance with Article 28.13, and shall specify 
in reasonable detail the nature and timing of those consequences. 


28.9. In the event that, following the sending of a disposition notice, written evidence is submitted to the 
Company for purposes of subparagraph (d)(ii) of Article 28.8, the Company shall assess the evidence as soon as 
is reasonably practicable and in any event shall give a second notice to the person submitting the evidence not 
later than 10 days after the receipt thereof stating whether the evidence has or has not satisfied the Company 
that no sale or other disposition of excess voting shares is required. If the evidence has so satisfied the Company, 
such disposition notice shall be cancelled and such second notice shall so state. If the evidence has not so 
satisfied the Company, such second notice shall reiterate the statements required to be made in such disposition 
notice pursuant to paragraphs (c) and (d) of Article 28.8. In either case, the 60 day period referred to in 
paragraph (c) of Article 28.8 shall be automatically extended to 60 days following the date of the second notice. 


28.10. In the event of a shareholder default in respect of any registered holder of voting shares, then, 
without further notice to the registered holder, the Company may suspend all rights of a shareholder to vote that 
would otherwise be attached to any voting shares beneficially owned and controlled by non-Canadians in the 
inverse order of registration as set forth in Article 28.6 so that the non-Canadian share constraint is not 
contravened. 


28.11. The Directors shall cancel any suspension of voting shares of a registered holder and reinstate the 
registered holder to the securities register of the Company for all purposes if they determine that, following the 
cancellation and reinstatement, none of such voting shares will be beneficially owned or controlled in 
contravention of the non-Canadian share constraint. For greater certainty, any such reinstatement shall permit, 
from and after the reinstatement, the exercise of all voting rights attached to the voting shares so reinstated but 
have no retroactive effect. 
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28.12. In the event of a shareholder default in respect of any registered holder of voting shares, the 
Company may elect by Directors’ determination to sell, on behalf of the registered holder, the excess voting 
shares thereof on the terms set forth in Article 28.12 and Article 28.14 or to convert the excess voting shares into 
Non-Voting Shares on the terms set forth in Article 28.15. 


28.12.1 The Company may sell any excess voting shares in accordance with this Article 28.12: 
(a) on the principal stock exchange; or 


(b) if there is no principal stock exchange, on such other stock exchange or organized market on which the 
voting shares are then listed or traded as the Directors shall determine; or 


(c) if the voting shares are not then listed on any stock exchange or traded on any organized market, in 
such other manner that is intended to obtain fair market value for the shares as the Directors shall 
determine. 


28.12.2. The net proceeds of sale of excess voting shares sold in accordance with this Article 28.12 shall be 
the net proceeds after deduction of any commission, tax or other cost of sale. 


28.12.3 For all purposes of a sale of excess voting shares in accordance with this Article 28.12, the 
Company is the agent and lawful attorney of the registered holder and the beneficial owner of the excess 
voting shares. 


28.13. In the event of a shareholder default in respect of any registered holder of voting shares and in the 
event that the Directors determine that a sale of excess voting shares in accordance with Article 28.12 would 
have a material adverse effect on the market value of the shares, the Company may elect by Directors’ 
determination, subject to applicable law, to repurchase or redeem the excess voting shares thereof, without 
further notice thereto, on the terms set forth in Article 28.13 and Article 28.17. 


28.13:1 The price paid by the Company to repurchase or redeem any excess voting shares in accordance 
with this Article 28.13 shall be: 


(a) the average of the closing prices per share of the voting shares on the principal stock exchange (or, if 
there is no principal stock exchange or if the requisite trading of voting shares has not occurred on the 
principal stock exchange, such other stock exchange or such other organized market on which such 
requisite trading has occurred as the Directors shall determine) over the last 10 trading days on which 
at least one board lot of voting shares has traded on the principal stock exchange (or such other stock 
exchange or such other organized market) in the period ending on the trading day immediately 
preceding the repurchase or redemption date; or 


(b) if the requisite trading of voting shares has not occurred on any stock exchange or other organized 
market, at their fair market value as of the date of repurchase or redemption as the Directors shall 
determine. 


28.14.1 In the event of any sale or repurchase or redemption of excess voting shares in accordance with 
Article 28.12 or 28.13, respectively, the Company shall, not later than 10 days thereafter, deposit an amount 
equal to the amount of the net proceeds of sale or the repurchase or redemption price, respectively, in a special 
account in any bank or trust company in Canada selected by it. The amount of the deposit, less the reasonable 
costs of administration of the special account, shall be payable to the registered holder of the excess voting 
shares sold or repurchased or redeemed on presentation and surrender by the registered holder to that bank or 
trust company of the certificate or certificates representing the excess voting shares. Any interest earned on any 
amount so deposited shall accrue to the benefit of the Company. 


28.14.2 From and after any deposit made pursuant to Article 28.14.1, the registered holder shall not be 
entitled to any of the remaining rights of a registered holder in respect of the excess voting shares sold or 
repurchased or redeemed, other than the right to receive the funds so deposited on presentation and surrender 
of the certificate or certificates representing the excess voting shares sold or repurchased or redeemed. 


28.14.3. If a part only of the voting shares represented by any certificate are sold or repurchased or 
redeemed in accordance with Article 28.12 or 28.13, respectively, the Company shall, on presentation and 
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surrender of such certificate and at the expense of the registered holder, issue a new certificate representing the 
balance of the voting shares. 


28.14.4 So soon as is reasonably practicable after, and, in any event, not later than 30 days after, a deposit 
is made pursuant to Article 28.14.1, the Company shall send a notice to the registered holder of the excess voting 
shares sold or repurchased or redeemed and the notice shall, in addition to any other information required by 
the Telecommunications Regulations, state: 


(a) that a specified number of voting-shares has been sold, repurchased or redeemed, as the case may be; 
(b) the amount of the net proceeds of sale or the repurchase or redemption price, respectively; 


(c) the name and address of the bank or trust company at which the Company has made the deposit of the 
net proceeds of sale or the repurchase or redemption price, respectively; and 


(d) all other relevant particulars of the sale, repurchase or redemption, respectively. 


28.14.5 For greater certainty, the Company may sell, repurchase or redeem excess voting shares in 
accordance with Article 28.12 or 28.13, respectively, despite the fact that the Company does not possess the 
certificate or certificates representing the excess voting shares at the time of the sale or repurchase or 
redemption. If, in accordance with Article 28.12, the Company sells excess voting shares without possession of 
the certificate or certificates representing the excess voting shares, the Company shall issue to the purchaser of 
such excess voting shares or its nominee a new certificate or certificates representing the excess voting shares 
sold. If, in accordance with Article 28.12 or 28.13, the Company sells or repurchases or redeems excess voting 
shares without possession of the certificate or certificates representing the excess voting shares and, after the 
sale or repurchase or redemption, a person establishes that it is a bona fide purchaser of the excess voting shares 
sold or repurchased or redeemed, then, subject to applicable law: 


(a) the excess voting shares held or beneficially owned by the bona fide purchaser are deemed to be, from 
the date of the sale or repurchase or redemption by the Company, as the case may be, validly issued 
and outstanding voting shares in addition to the excess voting shares converted and the voting rights 
applicable thereto shall be restored. 


28.15. Upon receipt by the shareholder of a disposition notice that shareholder may, and in the event of a 
shareholder default in respect of any registered holder of voting shares, the Company may elect by Director’s 
determination, without further notice, to, convert the excess voting shares into Non-Voting Shares, on a one for 
one basis on the terms provided in this Article 28.15. Notwithstanding the foregoing the right of conversion 
contained herein shall not be available if at the time of the exercise thereof there are no Non-Voting Shares 
issued and outstanding. 


28.15.1 The shareholder receiving the disposition notice may exercise the right of conversion by the 
deposit of the certificate or certificates representing the excess voting shares at any time during usual business 
hours at the option of the holder at any office of any transfer agent of the Company at which the Common 
Shares are transferable accompanied by a written instrument of surrender in form satisfactory to the Company 
duly executed by the registered holder or his attorney duly authorized in writing, in which instrument such 
holder may elect to convert only the excess voting shares represented by such certificate or certificates, in which 
event the Company shall issue and deliver or cause to be delivered to such holder, at the expense of the 
registered holder, a new certificate representing the voting shares represented by such certificate or certificates 
which have not been converted. 


28.15.2 As promptly as practicable after the deposit of any excess voting shares for conversion, the 
Company shall issue and shall deliver or cause to be delivered to or upon the written order of the holder of the 
voting shares so surrendered, a certificate or certificates issued in the name of, or in such name or names as may 
be directed by, such holder representing the number of Non-Voting Shares to which such holder is entitled. Such 
conversion shall be deemed to have been made at the close of business on the date such excess voting shares 
shall have been deposited for conversion, so that the rights of the holder of such voting shares as the holder 
thereof shall cease at such time and the person or persons entitled to receive Non-Voting Shares upon such 
conversion shall be treated for all purposes as having become the holder or holders of record of such Non-Voting 
Shares at such time; provided, however, that no such deposit on any date when the Company’s registers of 


B-94 


transfers of Non-Voting Shares shall be properly closed shall be effective to constitute the person or persons 
entitled to receive Non-Voting Shares upon such conversion as the holder or holders of record of such 
Non-Voting Shares on such date, but such deposit shall be effective to constitute the person or persons entitled 
to receive such Non-Voting Shares as the holder or holders of record thereof for all purposes at the close of 
business on the next succeeding day on which such registers of transfers are open. For these purposes the date of 
deposit of any excess voting shares for conversion shall be deemed to be the date when the certificate 
representing such excess voting shares are received by a transfer agent of the Company as provided in this 
Article 27.15.1. 


28.15.3 In the event of any conversion of excess voting shares in accordance with Article 28.15, the 
Company shall, forthwith, issue or cause to be issued to the registered holder of such excess voting shares a share 
certificate representing the excess voting shares converted to Non-Voting Shares and shall cause such holder to 
be entered on the register of the Non-Voting Shares. 


28.15.4 From and after the issue of any certificate for Non-Voting Shares pursuant to Article 28.15,3, the 
registered holder shall not be entitled to any of the remaining rights of a registered holder in respect of the 
excess voting shares converted, other than the right to receive the certificate for the Non-Voting Shares against 
surrender of the certificate or certificates representing the excess voting shares converted. 


28.15.5 Ifa part only of the voting shares represented by any certificate are converted in accordance with 
Article 28.15.3, the Company shall, on presentation and surrender of such certificate and at the expense of the 
registered holder, issue a new certificate representing the balance of the voting shares. 


28.15.6 So soon as is reasonably practicable after, and, in any event, not later than 30 days after, the issue 
of a certificate for the Non-Voting Shares pursuant to Article 28.15.3, the Company shall send a notice to the 
registered holder of the excess voting shares converted and the notice shall, in addition to any other information 
required by the Telecommunications Regulations, state: 


(a) that a specified number of voting shares have been converted; 


(b) the name and address of the transfer agent at which the certificate for the Non-Voting Shares is 
held; and 


(c) all other relevant particulars of the conversion. 


28.16. Notwithstanding any other provision of this Article 28, a contravention of the non-Canadian share 
constraint shall have no consequences except those that are expressly provided for in this Article 28. For greater 
certainty but without limiting the generality of the foregoing: 


(a) no transfer, issue or ownership of, and no title to, voting shares; 


(b) no resolution of members (except to the extent that the result thereof is affected as a result of a 
directors’ determination under Article 28.7); and 


(c) no act of the Company, including any transfer of property to or by the Company; 


shall be invalid or otherwise affected by any contravention of the individual share constraint or the 
non-Canadian share constraint or the failure to make the adjustment required pursuant to the 
non-Canadian voting constraint. 


28.17. The Directors shall make any Directors’ determination contemplated by this Part 28: 
(a) after the relevant shareholder’s declarations have been requested and received by the Company, only: 
(i) on a basis consistent with those shareholder’s declarations; or 


(ii) if the Directors are of the opinion that the shareholder’s declarations do not contain adequate or 
accurate information if the Directors believe and have reasonable grounds for believing that they 
will not be provided with shareholder’s declarations that do contain adequate and accurate 
information; or 
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(b) whether or not any shareholder’s declaration has been requested or received by the Company, only if 
the Directors believe and have reasonable grounds for believing that they have sufficient information 
to make the determination, that the consequences of the Directors’ determination would not be 
inequitable to those affected by it and that it would be impractical, under all the circumstances, to 
request or to await the receipt of any shareholder’s declaration; 


and in any case, only subject to and in accordance with the Telecommunications Regulations. 


28.17.1 In administering the provisions of this Article 28, including, without limitation, in making any 
Directors’ determination in accordance with Article 28.17 or otherwise, the Directors may rely on any 
information on which the Directors consider it reasonable to rely in the circumstances. Without limiting the 
generality of the foregoing, the Directors may rely upon any shareholder’s declaration, the securities register of 
the Company, the knowledge of any director, officer or employee of the Company or any advisor to the 
Company and the opinion of counsel to the Company. 


28.17.2 In administering the provisions of this Article 28, including, without limitation, in making any 
Directors’ determination, the Directors shall act honestly and in good faith. Provided that the Directors so act, 
they shall not be liable to the Company and neither they nor the Company shall be liable to any holder or 
beneficial owner of voting securities or any other person for, nor with respect to any matter arising from or 
related to, any act or omission to act in relation to this Article 28. 


28.17.3. Any Directors’ determination required or contemplated by this Article 28 shall be expressed and 
conclusively evidenced by a resolution duly adopted. 


28.18.1 For purposes of monitoring the compliance with and of enforcing the provisions of this Article 28, 
the Directors may require that any registered holder or beneficial owner, or any other person of whom it is, in 
the circumstances, reasonable to make such request, file with the Company or its registrar and transfer agent a 
completed shareholder’s declaration. The Directors shall determine from time to time written guidelines with 
respect to the nature of the shareholder’s declaration to be requested, the times at which shareholder’s 
declarations are to be requested and any other relevant matters relating to shareholder’s declarations. 


28.18.2 A shareholder’s declaration shall be in the form from time to time determined by the Directors 
pursuant to Article 28.18.1 and, without limiting the generality of the foregoing, may be required to be in the 
form of a simple declaration in writing or a statutory declaration under the Canada Evidence Act. Without 
limiting the generality of its contents, any shareholder’s declaration may be required to contain information with 
respect to: 


(a) whether the person is the beneficial owner of or controls particular voting securities or whether any 
other person is the beneficial owner of or controls those voting securities; and 


(b) whether the person or any other beneficial owner of the voting securities is a Canadian or 
non-Canadian. 


28.19. The provisions of this Article 28 shall cease to be binding on the Company and its shareholders 
upon the repeal of the Telecommunications Regulations and shall cease to be applicable and binding to the 
extent permitted by the Telecommunications Act from time to time. 


28.20. No power of the Directors hereunder may be delegated to any committee, person or persons, 
despite anything to the contrary contained in these Articles. 
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APPENDIX C 


INTERIM ORDERS 
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Action No. A983181 
Vancouver Registry 


IN THE SUPREME COURT OF BRITISH COLUMBIA 


IN THE MATTER OF section 192 of the CANADA BUSINESS 
CORPORATIONS ACT, R.S.C. 1985, c. C-44, AS AMENDED 


AND IN THE MATTER OF AN ARRANGEMENT PROPOSED BY 
BC TELECOM INC. TELUS CORPORATION, BCT.TELUS 
COMMUNICATIONS INC. and 3481646 CANADA INC. INVOLVING 
BC TELECOM INC. AND ITS HOLDERS OF COMMON SHARES 
AND OPTIONS TO ACQUIRE COMMON SHARES AND TELUS 
CORPORATION AND ITS HOLDERS OF COMMON SHARES AND 
OPTIONS TO ACQUIRE COMMON SHARES, BCT.TELUS 
COMMUNICATIONS INC. AND 3481646 CANADA INC. 


BEFORE AT THE COURT HOUSE, IN THE CITY OF 
MASTER BAKER VANCOUVER, BRITISH COLUMBIA, ON MONDAY, 
THE 7TH DAY OF DECEMBER, 1998 


ORDER 


THE APPLICATION of the Petitioner, BC TELECOM, coming on for hearing at British Colombia on the 
7th day of December, 1998, AND ON hearing J. Kenneth McEwan, counsel for the Petitioner and no one 
appearing on behalf of the Director appointed under the Canada Business Corporations Act, R.S.C. 1985 
c. C-44, as amended, although duly served; AND ON reading the Affidavit of lan D. Mansfield, sworn on the 
1ST day of December, 1998; 


THIS COURT ORDERS THAT: 


BC TELECOM MEETING 


1. BC TELECOM Inc. (“BC TELECOM’) shall call, hold and conduct a meeting (the “BC TELECOM 
Meeting”) of the holders of common shares in the capital of BC TELECOM (the “BC TELECOM Common 
Shareholders”) and the holders of options to purchase BC TELECOM common shares under the 
BC TELECOM Share Option Plan and BC TELECOM Long-Term Incentive Share Option Plan (the 
“BC TELECOM Optionholders’) to be held at the City of Vancouver in the Province of British Columbia at the 
Park Ballroom, Four Seasons Hotel, 791 West Georgia Street, Vancouver, British Columbia, at 10:00 a.m. 
(Pacific Standard time) on the 21st day of January, 1999, for the purpose of: 


(a) considering and, if deemed advisable, approving with or without variation, a special resolution 
substantially in the form of the BC TELECOM special resolution (the “BC TELECOM Special 
Resolution’) set forth in Appendix A to the Joint Management Proxy Circular (the “Circular”) marked 
as Exhibit “A’ to the Affidavit of Ian D. Mansfield approving a proposed arrangement (the 
“Arrangement”) involving BC TELECOM and the BC TELECOM Common Shareholders and the 
BC TELECOM Optionholders and TELUS Corporation (“TELUS”) and the holders of common 
shares and options to purchase common shares of TELUS and BCT.TELUS Communications Inc. 
(“BCT.TELUS”) and 3481646 Canada Inc. on the terms and conditions set forth in the plan of 
arrangement (the “Plan of Arrangement”) annexed as Schedule “A’ to the amended and restated 
arrangement agreement effective October 27, 1998, (the “Arrangement Agreement”); and 


(b) transacting such other business as may properly be brought before the BC TELECOM Meeting. 


2. The BC TELECOM Common Shareholders and BC TELECOM Optionholders (collectively, the 
“BC TELECOM Shareholders’) shall vote on the BC TELECOM Special Resolution together as a single class. 
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The votes of BC TELECOM Common Shareholders and BC TELECOM Optionholders shall be recorded 
separately and the results shall be available to the Court on the application by BC TELECOM to approve the 
Arrangement. 


3. BC TELECOM shall mail the Notice of the BC TELECOM Meeting, the Notice to BC TELECOM 
Shareholders of Petition to the Supreme Court of British Columbia, an appropriate form of Proxy, the Circular 
(in substantially the form set forth at Exhibit “A’ to the Affidavit of Ian D. Mansfield, with such amendments as 
are not inconsistent with the provisions of this Order) and this Order to the BC TELECOM Shareholders as 
shown on the register or registers of shareholders, in the case of BC TELECOM Common Shareholders, and as 
shown in the records of BC TELECOM, in the case of BC TELECOM Optionholders at the close of business on 
December 9, 1998 (the “BC TELECOM Record Date’) by mailing same by prepaid Canada Post Corporation’s 
XPRESSPOST to such BC TELECOM Shareholders at the latest address for such BC TELECOM 
Shareholders as shown in the registers or records of BC TELECOM or its registrar and transfer agent, and to 
the Director appointed under the Canada Business Corporations Act, R.S.C. 1985, c. C-44, as amended (the 
“CBCA’), at least 21 days prior to the date of the BC TELECOM Meeting excluding the date of mailing and the 
date of the BC TELECOM Meeting. 


4, The accidental omission or delay in giving notice of the BC TELECOM Meeting or the non-receipt by 
any person of such notice shall not invalidate any resolution passed or proceedings taken at the BC TELECOM 
Meeting. 


CONDUCT OF BC TELECOM MEETING 


5. The BC TELECOM Meeting shall be called, held and conducted in accordance with the CBCA and the 
Articles and By-laws of BC TELECOM, subject to the provisions of this Order. 


6. Each BC TELECOM Common Shareholder entitled to vote on the BC TELECOM Special Resolution 
shall be entitled to one vote for each BC TELECOM common share held and each BC TELECOM 
Optionholder entitled to vote on the BC TELECOM Special Resolution shall be entitled to one vote for each 
BC TELECOM common share which a BC TELECOM Optionholder would receive upon valid exercise of his 
or her BC TELECOM Options held. 


7. A quorum at the BC TELECOM Meeting shall be at least two persons present, in person or by proxy, 
holding or representing not less than 10% of the votes attached to the BC TELECOM common shares and 
BC TELECOM common shares issuable upon valid exercise of BC TELECOM options, entitled to vote on the 
BC TELECOM Special Resolution at the BC TELECOM Meeting, provided that if no quorum is present within 
30 minutes of the appointed time of the BC TELECOM Meeting, such meeting shall stand adjourned to a fixed 
time and place as specified by the Chairman of the BC TELECOM Meeting. 


8. The BC TELECOM Meeting, once commenced, may be adjourned from time to time and no further 
notice of such adjournment or the holding of any adjourned meeting or meetings need be given thereafter. 


9. The majority required to pass the BC TELECOM Special Resolution at the BC TELECOM Meeting 
shall be 


(i) at least 667% of the votes cast by the BC TELECOM Common Shareholders and the BC TELECOM 
Optionholders who vote, in person or by proxy, voting together; and 


(ii) at least a majority of the votes cast by the BC TELECOM Common Shareholders and the 
BC TELECOM Optionholders, other than Anglo-Canadian Telephone Company, who vote, in person 
or by proxy, voting together. 


10. The only persons entitled to vote at the BC TELECOM Meeting, either in person or by proxy, shall be 
the registered BC TELECOM Common Shareholders and BC TELECOM Optionholders, as at the close of 
business on the BC TELECOM Record Date, subject to the provisions of the CBCA with respect to persons 
who become registered holders of BC TELECOM Common Shares after that date. 
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11.. The only persons entitled to attend and speak at the BC TELECOM Meeting shall be the 
BC TELECOM Shareholders or their authorized representatives, together with BC TELECOM’s directors and 
officers and its auditors, advisors and counsel and the Director appointed under the CBCA. 


BC TELECOM DISSENT RIGHTS 


12. A BC TELECOM Shareholder shall have the right to dissent from the BC TELECOM Special 
Resolution in accordance with the provisions of section 190 of the CBCA, as if that section applied to the 
proposed Arrangement, as modified by this Order, including: 


(a) for any BC TELECOM Shareholder to be entitled to dissent, the written objection of that 
BC TELECOM Shareholder must be received on or before 5:00 p.m. on January 20, 1999 (Pacific 
Standard time) by the Corporate Secretary of BC TELECOM in care of Montreal Trust Company of 
Canada at 510 Burrard Street, Vancouver, British Columbia, or be delivered to the Chairman of the 
BC TELECOM Meeting before the commencement of the BC TELECOM Meeting; 


(b) the steps under subsections 190(6) and (7), and following, are only required or available if a certificate 
of arrangement has been issued by the Director and has become effective; 


(c) a dissenting BC TELECOM Shareholder’s rights as a BC TELECOM Shareholder or a 
BC TELECOM Optionholder, as the case may be, will be reinstated under subsection 190(11), in 
addition to the grounds specified in that subsection, where: 


(i) the Arrangement Agreement is terminated; or 


(ii) the application by BC TELECOM to this Court for approval of the Arrangement is refused and all 
appeal rights in respect of such refusal have been exhausted without success. 


(d) the action approved by the resolution referred to in subsections 190(12), (15) and (23) means the 
issuance of the Certificate of Arrangement; 


(e) the court for the purposes of section 190 and as referred to therein means this Court; 


(f) after the effective date of the Arrangement, all actions to be taken by BC TELECOM under 
Section 190 shall be assumed by and taken by BCT.TELUS; 


(g) any dissenting BC TELECOM Optionholder will not be required to deliver on deposit any certificate 
as required by subsection 190(8) and BC TELECOM shall not be required to comply with 
subsection 190(10) with respect thereto; 


(h) all notices required or permitted under section 190 may be given by prepaid registered mail; and 


(i) a dissenting BC TELECOM Shareholder is entitled to appear at the application for the final order, 
provided that a notice of intention to appear has been filed and served in accordance with 
paragraph 16 of this Order. 


13. Notice to the BC TELECOM Shareholders of their right to dissent with respect to the BC TELECOM 
Special Resolution and to receive, subject to the provisions of this Order, the fair value of their BC TELECOM 
common shares and BC TELECOM options, as the case may be, shall be good and sufficiently given by 
including information with respect thereto in the Circular to be sent to the BC TELECOM Shareholders in 
accordance with paragraph 3 of this Order. 


APPLICATION BY BC TELECOM FOR FINAL ORDER 


14. Upon approval of the BC TELECOM Special Resolution, BC TELECOM may apply to this Court for 
approval of the Arrangement, which application shall be heard at the Courthouse at 800 Smithe Street, 
Vancouver, British Columbia on the 22nd day of January, 1999 at 9:45 a.m. (Pacific Standard time), or so soon 
thereafter as counsel may be heard. 


15. The mailing of the materials referred to in paragraph 3 above in accordance with the provisions of this 
Order shall constitute good and sufficient service of the within proceedings, this Order, and the application for 
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the final order approving the Arrangement upon all persons who are entitled to receive such notice pursuant to 
this Order and no other form of service need be made and no other material need be served on such persons in 
respect of these proceedings and service of the Petition and the Affidavit of Ian D. Mansfield, filed herein, is 
dispensed with except as to service of the Petition and the Affidavit of Ian D. Mansfield on the Director. 


16. Persons desiring to appear at the hearing on January 22, 1999, are required to file with the Court and 
serve on BC TELECOM, on or before January 19, 1999, a notice of their intention to appear, including their 
addresses for service in Vancouver, British Columbia (or alternatively a telecopier number for service by 
telecopy), together with any evidence or material which is to be presented to the Court. Service on 
BC TELECOM is to be effected by delivery to the solicitors for BC TELECOM at: 


Farris, Vaughan, Wills & Murphy 
2600 - 700 West Georgia Street 
Vancouver, B.C. V7Y 1B3 
Attention: J. Kenneth McEwan 


17. In the event that the application for final approval of the Arrangement on January 22, 1999 is 
adjourned, then, subject to further order of this Court, only those persons having previously served a notice of 
intention to appear in accordance with paragraph 16 hereof shall have to be given notice of the 
adjournment date. 

VARIATION OF ORDER 


18. BC TELECOM (and such other persons as this Court may consider to be affected by the 
Arrangement) may at any time seek leave to vary this Order upon such terms and the giving of such notice as 
this Court may direct. 


BY THE COURT 


(signed) I. McLeod 
District Registrar 


APPROVED AS TO FORM: 


(signed) J. Kenneth McEwan 
Solicitor for the Petitioner 
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ACTION NO: A983181 
VANCOUVER REGISTRY 


IN THE SUPREME COURT OF 
BRITISH COLUMBIA 
JUDICIAL DISTRICT OF VANCOUVER 


IN THE MATTER OF section 192 of the 
CANADA BUSINESS CORPORATIONS ACT, 
R.S.C. 1985, c. C-44, AS AMENDED 


AND IN THE MATTER OF AN 
ARRANGEMENT PROPOSED BY 
BC TELECOM INC., TELUS 
CORPORATION, BCT.TELUS 
COMMUNICATIONS INC. and 3481646 
CANADA INC. INVOLVING 
BC TELECOM INC. AND ITS HOLDERS OF 
COMMON SHARES AND OPTIONS TO 
ACQUIRE COMMON SHARES AND TELUS 
CORPORATION AND ITS HOLDERS OF 
COMMON SHARES AND OPTIONS TO 
ACQUIRE COMMON SHARES, BCT.TELUS 
COMMUNICATIONS INC. AND 3481646 
CANADA INC. 


ORDER 


FARRIS, VAUGHAN, WILLS & MURPHY 
Barristers and Solicitors 
2600 - 700 West Georgia Street 
Vancouver, British Columbia 
V7Y 1B3 
Telephone: (604) 684-9151 
Attention: J. Kenneth McEwan 


Action No. 9801-16664 


IN THE COURT OF QUEEN’S BENCH OF ALBERTA 
JUDICIAL CENTRE OF CALGARY 


IN THE MATTER OF Section 186 of the Business Corporations Act, S.A. 
1981, c.B-15, as amended; 


AND IN THE MATTER OF AN ARRANGEMENT PROPOSED BY 
TELUS CORPORATION, BC TELECOM INC., BCT.TELUS 
COMMUNICATIONS INC. and 3481646 CANADA INC. INVOLVING 
TELUS CORPORATION AND ITS HOLDERS OF COMMON 
SHARES AND OPTIONS TO ACQUIRE COMMON SHARES AND 
BC TELECOM INC. AND ITS HOLDERS OF COMMON SHARES 
AND OPTIONS TO ACQUIRE COMMON SHARES, BCT.TELUS 
COMMUNICATIONS INC. AND 3481646 CANADA INC. 


BEFORE THE HONOURABLE AT THE COURT HOUSE, IN THE CITY OF 
CHIEF JUSTICE W.K. MOORE CALGARY, ALBERTA, ON MONDAY, 
IN CHAMBERS THE 7th DAY OF December, 1998 

ORDER 


UPON THE APPLICATION of TELUS Corporation (“TELUS”) pursuant to section 186 of the Business 
Corporations Act, S.A. 1981, c.B-15, as amended, (the “ABCA”) for certain orders and directions in connection 
with a proposed arrangement under the provisions of the ABCA; 


UPON BEING ADVISED that the Executive Director of the Alberta Securities Commission (the “Executive 
Director’’) has been given notice of this application by TELUS as required by section 186(8) of the ABCA and 
has advised that the Executive Director does not intend to appear in person or by counsel or make any 
representations; 


AND UPON HEARING read the Affidavit of Frank J. Parrotta of TELUS, which sets forth a form of Joint 
Management Proxy Circular (the “Circular”) at Exhibit “A”, 


AND UPON HEARING Counsel for TELUS: 
IT IS HEREBY ORDERED AND DIRECTED THAT: 


TELUS Meeting 


1. TELUS shall call, hold and conduct a meeting (the “TELUS Meeting”) of the holders of common 
shares of TELUS (the “TELUS Common Shareholders”) and holders of options to purchase TELUS common 
shares (the “TELUS Optionholders”) to be held at the City of Edmonton in the Province of Alberta at the 
Winspear Centre, #4 Sir Winston Churchill Square, 9720 - 102nd Avenue, Edmonton, Alberta, at 10:30 a.m. 
(Mountain Standard time) on the 19th day of January, 1999, for the purpose of (i) considering and, if deemed 
advisable, approving with or without variation, a special resolution substantially in the form of the TELUS 
Corporation special resolution set forth in Appendix A to the Circular (the “TELUS Special Resolution”) 
approving a proposed arrangement (the “Arrangement”) involving TELUS and the TELUS Common 
Shareholders and the TELUS Optionholders and BC TELECOM Inc. (“BC TELECOM”) and the holders of 
common shares and options to purchase common shares of BC TELECOM and BCT.TELUS 
Communications Inc. and 3481646 Canada Inc. on the terms and conditions set forth in the Plan of 
Arrangement annexed as Schedule “A’ to the amended and restated arrangement agreement made effective 
October 27, 1998, (the “Arrangement Agreement”); and (ii) transacting such other business as may properly be 
brought before the TELUS Meeting. 
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2. The TELUS Common Shareholders and’ TELUS. Optionholders (collectively, the “TELUS 
Shareholders”) shall vote on the TELUS Special Resolution together as a single class. The votes of TELUS 
Common Shareholders and TELUS Optionholders shall be recorded separately and the results shall be available 
to the Court on the application by TELUS to approve the Arrangement. 


Notices 


3. TELUS shall mail the Notice of the TELUS Meeting, the Notice to TELUS Shareholders of Petition to 
the Court of Queen’s Bench of Alberta, appropriate forms of Proxy, the Circular (in substantially the form set 
forth at Exhibit “A” to the Affidavit of Frank J. Parrotta with such amendments as are not inconsistent with the 
provisions of this Order) and this Order to the TELUS Shareholders, as shown on the register or registers of 
shareholders in the case of TELUS Common Shareholders, and as shown in the records of TELUS in the case of 
TELUS Optionholders, at the close of business on December 9, 1998 (the “TELUS Record Date”) by mailing 
same by prepaid Canada Post Corporation’s XPRESSPOST to such TELUS Shareholders at the latest address 
for such TELUS Shareholders as shown in the registers or records of TELUS or its registrar and transfer agent, 
and to the Executive Director at the address of an office of the Alberta Securities Commission, at least 21 days 
prior to the date of the TELUS Meeting, excluding the date of mailing and excluding the date of the 
TELUS Meeting. 


4. The accidental omission or delay in giving notice of the TELUS Meeting or the non-receipt by any 
person of such notice shall not invalidate any resolution passed or proceedings taken at the TELUS Meeting. 


Conduct of TELUS Meeting 


5. The TELUS Meeting shall be called, held and conducted in accordance with the Bylaws of TELUS and 
the ABCA, subject to the provisions of this Order and to such modifications as may be adopted at the 
TELUS Meeting. 


6. Each TELUS Common Shareholder entitled to vote on the TELUS Special Resolution shall be entitled 
to one vote for each TELUS common share held and each TELUS Optionholder entitled to vote on the TELUS 
Special Resolution shall be entitled to one vote for each TELUS common share which a TELUS Optionholder 
would receive upon valid exercise of his or her options held. 


7. A quorum at the TELUS Meeting shall be at least two persons present in person or represented by 
proxy and holding or representing not less than 1% in aggregate of the TELUS Common Shares entitled to vote 
on the TELUS Special Resolution at the TELUS Meeting, provided that if no quorum is present within 
30 minutes of the appointed time of the TELUS Meeting, such meeting shall stand adjourned to a fixed time and 
place as specified by the Chairman of the TELUS Meeting. 


8. The TELUS Meeting, once commenced, may be adjourned from time to time and no further notice of 
such adjournment or the holding of any adjourned meeting or meetings need be given thereafter. 


9. The majority required to pass the TELUS Special Resolution at the TELUS Meeting shall be at least 
667% of the votes cast by the TELUS Common Shareholders and the TELUS Optionholders (voting together) 
who voted, in person or by proxy, in respect of the TELUS Special Resolution. 


10. The only persons entitled to vote at the TELUS Meeting, either in person or by proxy, shall be the 
registered TELUS Common Shareholders and TELUS Optionholders, as at the close of business on the TELUS 
Record Date, subject to the provisions of the ABCA with respect to persons who become registered holders of 
TELUS common shares after that date. 


11. The only persons entitled to attend and speak at the TELUS Meeting shall be the TELUS 
Shareholders or their authorized representatives, together with TELUS directors and officers and its auditors, 
advisors and counsel and the Executive Director. 
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TELUS Dissent Rights 


12. A TELUS Shareholder shall have the right to dissent from the TELUS Special Resolution in 
accordance with the provisions of section 184 of the ABCA, as if that section applied to the proposed 
Arrangement, as modified by this Order, including: 


a. for any TELUS Shareholder to be entitled to dissent, the written objection of that TELUS Shareholder 
to the TELUS Special Resolution must be received on or before 5:00 p.m. (Mountain Standard Time) 
on January 18, 1999 by the Corporate Secretary of TELUS in care of Montreal Trust Company of 
Canada at 600, 530 - 8th Avenue S.W., Calgary, Alberta, T2P 3S8, or be delivered to the Chairman of 
the TELUS Meeting before the commencement of the TELUS Meeting; 


b. an application may not be made to the Court under section 184(6) until the later of the date the 
certificate of arrangement issued to BC TELECOM in respect of the Plan of Arrangement pursuant to 
the CBCA becomes effective; 


c. dissent proceedings shall be discontinued, in addition to the grounds specified in 
section 184(16), where: 


i) the Arrangement Agreement is terminated; or 


ii) the application by TELUS to this Court for approval of the Arrangement is refused and all appeal 
rights in respect of such refusal have been exhausted without success. 


d. all notices and documents required or permitted to be sent by a TELUS Shareholder or TELUS under 
section 184 may be sent in the manner provided for the sending of notices and documents to the 
TELUS Shareholder or TELUS, as the case may be, under the ABCA; and 


e. a dissenting shareholder is entitled to appear at the hearing of the application by TELUS to the Court 
for approval of the Arrangement, provided that such dissenting shareholder has filed and served a 
notice of intention to appear in accordance with paragraph 16 of this Order. 


13. Notice to the TELUS Shareholders of their right to dissent with respect to the TELUS Special 
Resolution and to receive, subject to the provisions of this Order, the fair value of their TELUS common shares 
and TELUS options, as the case may be, shall be good and sufficiently given by including information with 
respect thereto in the Circular to be sent to the TELUS Shareholders in accordance with paragraph 3 of 
this Order. 


Application by TELUS for Final Order 


14. Upon approval of the TELUS Special Resolution, TELUS may apply to this Court for approval of the 
Arrangement, which application shall be heard at the Court House, 611 - 4th Street S.W., Calgary, Alberta on 
the 21st day of January, 1999 at 1:30 p.m. (Mountain Standard Time), or so soon thereafter as counsel may 
be heard. 


15. The mailing of the materials referred to in paragraph 3 above in accordance with the provisions of this 
Order shall constitute good and sufficient service of the within proceedings, this Order, and the application for 
the final order approving the Arrangement upon all persons who are entitled to receive such notice pursuant to 
this Order and no other form of service need be made and no other material need be served on such persons in 
respect of these proceedings and service of the Petition and the Affidavit of Frank J. Parrotta, filed herein, is 
dispensed with except as to service of the Petition and the Affidavit of Frank J. Parrotta on the Executive 
Director. 


16. Persons desiring to appear at the hearing on January 21, 1999, are required to file with the Court and 
serve on TELUS, on or before January 11, 1999, a notice of their intention to appear, including their addresses 
for service in Calgary, Alberta (or alternatively a telecopier number for service by telecopy), together with any 
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evidence or material which is to be presented to the Court. Service on TELUS is to be effected by delivery to the 
solicitors for TELUS at: 


Bennett Jones 

4500 Bankers Hall 

855 - 2 Street, S.W. 
Calgary, Alberta T2P 4K7 
Attention: A.L. Friend, O.C. 


17. In the event that the application for final approval of the Arrangement on January 21, 1999 is 
adjourned, then, subject to further order of this Court, only those persons having previously served a notice of 
intention to appear in accordance with paragraph 16 hereof shall have to be given notice of the 
adjournment date. . 


18. In addition to service of this Order in accordance with paragraph 3 above, service of this Order shall 
be made upon all such persons who appeared on this application either by counsel or in person and upon the 
Executive Director. 


Variation of Order 


19. TELUS (and such other persons as this Court may consider to be affected by the Arrangement) may at 
any time seek leave to vary this Order upon such terms and the giving of such notice as this Court may direct. 


(signed) W.K. Moore, C.J. 
C.J.C.Q.B.A. 


ENTERED at the City of Calgary, 


in the Province of Alberta, this 
7th day of December, 1998. 


(signed) Clerk of the Court of Queen’s Bench of Alberta 
Clerk of the Court 
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ACTION NO: 9801-16664 


IN THE COURT OF QUEEN’S BENCH 
OF ALBERTA 
JUDICIAL DISTRICT OF CALGARY 


IN THE MATTER OF section 186 of the 
Business Corporations Act, S.A. 1981, c.B-15, 
as amended; 


AND IN THE MATTER OF AN 
ARRANGEMENT PROPOSED BY TELUS 
CORPORATION, BC TELECOM INC., 
BCT.TELUS COMMUNICATIONS INC. and 
3481646 CANADA INC. INVOLVING TELUS 
CORPORATION AND ITS HOLDERS OF 
COMMON SHARES AND OPTIONS TO 
ACQUIRE COMMON SHARES AND 
BC TELECOM INC. AND ITS HOLDERS OF 
COMMON SHARES AND OPTIONS TO 
ACQUIRE COMMON SHARES, BCT.TELUS 
COMMUNICATIONS INC. AND 3481646 
CANADA INC. 


ORDER 


BENNETT JONES 
Barristers and Solicitors 
#4500, 855 - 2 Street S.W. 
Calgary, Alberta T2P 4K7 
Solicitor: A.L. Friend, Q.C. 
Telephone: (403) 298-3182 
Fax: (403) 265-7219 
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APPENDIX D 


PROCEDURE TO EXERCISE 
DISSENT RIGHT 
UNDER THE CBCA 


APPENDIX D — PROCEDURE TO EXERCISE DISSENT 
RIGHT UNDER THE CBCA 


Pursuant to the Interim Order, BC TELECOM Shareholders have the right to dissent to the Arrangement. 
Such right of dissent is described in the Joint Management Information Circular. See “BC TELECOM Common 
Shareholder Rights of Dissent” for full details of the right to dissent and the procedure for compliance with the 
right of dissent. The full text of Section 190 of the Canada Business Corporations Act is set forth below. Note that 
certain provisions of Section 190 have been modified by the Interim Order attached to the Joint Management 
Information Circular as Appendix C. 


SECTION 190 OF THE CANADA BUSINESS CORPORATIONS ACT 


190. (1) Right to dissent. — Subject to sections 191 and 241, a holder of shares of any class of a corporation may 
dissent if the corporation is subject to an order under paragraph 192(4)(d) that affects the holder or if the 
corporation resolves to 


(a) amend its articles under section 173 or 174 to add, change or remove any provisions restricting or 
constraining the issue, transfer or ownership of shares of that class; 


(b) amend its articles under section 173 to add, change or remove any restriction on the business or 
businesses that the corporation may carry on; 


(c) amalgamate otherwise than under section 184; 
(d) be continued under section 188; or 
(e) sell, lease or exchange all or substantially all of its property under subsection 189(3). 


(2) Further right. — A holder of shares of any class or series of shares entitled to vote under section 176 may 
dissent if the corporation resolves to amend its articles in a manner described in that section. 


(3) Payment for shares. —In addition to any other right he may have, but subject to subsection (26), a 
shareholder who complies with this section is entitled, when the action approved by the resolution from 
which he dissents or an order made under subsection 192(4) becomes effective, to be paid by the 
corporation the fair value of the shares held by him in respect of which he dissents, determined as of the 
close of business on the day before the resolution was adopted or the order was made. 


(4) No partial dissent. — A dissenting shareholder may only claim under this section with respect to all the 
shares of a class held by him on behalf of any one beneficial owner and registered in the name of the 
dissenting shareholder. 


(5) Objection. — A dissenting shareholder shall send to the corporation, at or before any meeting of 
shareholders at which a resolution referred to in subsection (1) or (2) is to be voted on, a written objection 
to the resolution, unless the corporation did not give notice to the shareholder of the purpose of the 
meeting and of his right to dissent. 


(6) Notice of resolution. — The corporation shall, within ten days after the shareholders adopt the resolution, 
send to each shareholder who has filed the objection referred to in subsection (5) notice that the 
resolution has been adopted, but such notice is not required to be sent to any shareholder who voted for 
the resolution or who has withdrawn his objection. 


(7) Demand for payment. — A dissenting shareholder shall, within twenty days after he receives a notice under 
subsection (6) or, if he does not receive such notice, within twenty days after he learns that the resolution 
has been adopted, send to the corporation a written notice containing 


(a) his name and address; 
(b) the number and class of shares in respect of which he dissents; and 


(c) a demand for payment of the fair value of such shares. 
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(8) Share certificate. — A dissenting shareholder shall, within thirty days after sending a notice under 
subsection (7), send the certificates representing the shares in respect of which he dissents to the 
corporation or its transfer agent. 


(9) Forfeiture. — A dissenting shareholder who fails to comply with subsection (8) has no right to make a 
claim under this section. 


(10) Endorsing certificate. — A corporation or its transfer agent shall endorse on any share certificate received 
under subsection (8) a notice that the holder is a dissenting shareholder under this section and shall 
forthwith return the share certificates to the dissenting shareholder. 


(11) Suspension of rights. — On sending a notice under subsection (7), a dissenting shareholder ceases to have 
any rights as a shareholder other than the right to be paid the fair value of his shares as determined under 
this section except where 


(a) the dissenting shareholder withdraws his notice before the corporation makes an offer under 
subsection (12), 


(b) the corporation fails to make an offer in accordance with subsection (12) and the dissenting 
shareholder withdraws his notice, or 


(c) the directors revoke a resolution to amend the articles under subsection 173(2) or 174(5), terminate an 
amalgamation agreement under subsection 183(6) or an application for continuance under 
subsection 188(6), or abandon a sale, lease or exchange under subsection 189(9), 


in which case his rights as a shareholder are reinstated as of the date he sent the notice referred to in 
subsection (7). 


(12) Offer to pay. — A corporation shall, not later than seven days after the later of the day on which the action 
approved by the resolution is effective or the day the corporation received the notice referred to in 
subsection (7), send to each dissenting shareholder who has sent such notice 


(a) a written offer to pay for his shares in an amount considered by the directors of the corporation to be 
the fair value thereof, accompanied by a statement showing how the fair value was determined; or 


(b) if subsection (26) applies, a notification that it is unable lawfully to pay dissenting shareholders for 
their shares. 


(13) Same terms. — Every offer made under subsection (12) for shares of the same class or series shall be on the 
same terms. 


(14) Payment. — Subject to subsection (26), a corporation shall pay for the shares of a dissenting shareholder 
within ten days after an offer made under subsection (12) has been accepted, but any such offer lapses if 
the corporation does not receive an acceptance thereof within thirty days after the offer has been made. 


(15) Corporation may apply to court. — Where a corporation fails to make an offer under subsection (12), or ifa 
dissenting shareholder fails to accept an offer, the corporation may, within fifty days after the action 
approved by the resolution is effective or within such further period as the court may allow, apply to a 
court to fix a fair value for the shares of any dissenting shareholder. 


(16) Shareholder application to court. — If a corporation fails to apply to a court under subsection (15), a 
dissenting shareholder may apply to a court for the same purpose within a further period of twenty days or 
within such further period as a court may allow. 


(17) Venue. — An application under subsection (15) or (16) shall be made to a court having jurisdiction in the 
place where the corporation has its registered office or in the province where the dissenting shareholder 
resides if the corporation carries on business in that province. 


(18) No security for costs. — A dissenting shareholder is not required to give security for costs in an application 
made under subsection (15) or (16). 


D-3 


(19) Parties. — On an application to a court under subsection (15) or (16), 


(a) all dissenting shareholders whose shares have not been purchased by the corporation shall be joined as 
parties and are bound by the decision of the court; and 


(b) the corporation shall notify each affected dissenting shareholder of the date, place and consequences 
of the application and of his right to appear and be heard in person or by counsel. 


(20) Powers of court. — On an application to.a court under subsection (15) or (16), the court may determine 
whether any other person is a dissenting shareholder who should be joined as a party, and the court shall 
then fix a fair value for the shares of all dissenting shareholders. 


(21) Appraisers. — A court may in its discretion appoint one or more appraisers to assist the court to fix a fair 
value for the shares of the dissenting shareholders. 


(22) Final order. — The final order of a court shall be rendered against the corporation in favour of each 
dissenting shareholder and for the amount of the shares as fixed by the Court. 


(23) Interest. — A court may in its discretion allow a reasonable rate of interest on the amount payable to each 
dissenting shareholder from the date the action approved by the resolution is effective until the date 
of payment. 


(24) Notice that subsection (26) applies. — If subsection (26) applies, the corporation shall, within ten days after 
the pronouncement of an order under subsection (22), notify each dissenting shareholder that it is unable 
lawfully to pay dissenting shareholders for their shares. 


(25) Effect where subsection (26) applies. — If subsection (26) applies, a dissenting shareholder, by written 
notice delivered to the corporation within thirty days after receiving a notice under subsection (24), may 


(a) withdraw his notice of dissent, in which case the corporation is deemed to consent to the withdrawal 
and the shareholder is reinstated to his full rights as a shareholder; or 


(b) retain a status as a claimant against the corporation, to be paid as soon as the corporation is lawfully 
able to do so or, in a liquidation, to be ranked subordinate to the rights of creditors of the corporation 
but in priority to its shareholders. 


(26) Limitation. — A corporation shall not make a payment to a dissenting shareholder under this section if 
there are reasonable grounds for believing that 


(a) the corporation is or would after the payment be unable to pay its liabilities as they become due; or 


(b) the realizable value of the corporation’s assets would thereby be less than the aggregate of its liabilities. 
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APPENDIX E — PROCEDURE TO EXERCISE DISSENT 
RIGHT UNDER THE ABCA 


Pursuant to the Interim Order, TELUS Shareholders have the right to dissent to the Arrangement. Such 
right of dissent is described in the Joint Management Information Circular. See “TELUS Shareholder Rights of 
Dissent” for full details of the right to dissent and the procedure for compliance with the right of dissent. The full 
text of Section 184 of the Business Corporations Act (Alberta) is set forth below. Note that certain provisions of 
Section 184 have been modified by the Interim Order attached to the Joint Management Information Circular as 
Appendix C. 


SECTION 184 OF THE BUSINESS CORPORATIONS ACT (ALBERTA) 


184(1) Subject to sections 185 and 234, a holder of shares of any class ofa corporation may dissent if the 
corporation resolves to 


(a) amend its articles under section 167 or 168 to add, change or remove any provisions restricting or 
constraining the issue or transfer of shares of that class, 


(b) amend its articles under section 167 to add, change or remove any restrictions on the business or 
businesses that the corporation may carry on, 


(c) amalgamate with another corporation, otherwise than under section 178 or 180.1, 
(d) be continued under the laws of another jurisdiction under section 182, or 
(e) sell, lease or exchange all or substantially all its property under section 183. 


(2) A holder of shares or any class or series of shares entitled to vote under section 170, other than 
section 170(1)(a), may dissent if the corporation resolves to amend its articles in a manner described in 
that section. 


(3) In addition to any other right he may have, but subject to subsection (20), a shareholder entitled to dissent 
under this section and who complies with this section is entitled to be paid by the corporation the fair value 
of the shares held by him in respect of which he dissents, determined as of the close of business on the last 
business day before the day on which the resolution from which he dissents was adopted. 


(4) A dissenting shareholder may only claim under this section with respect to all the shares of a class held by 
him or on behalf of any one beneficial owner and registered in the name of the dissenting shareholder. 


(5) A dissenting shareholder shall send to the corporation a written objection to a resolution referred to in 
subsection (1) or (2) 


(a) at or before any meeting of shareholders at which the resolution is to be voted on, or 


(b) if the corporation did not send notice to the shareholder of the purpose of the meeting or of his right to 
dissent, within a reasonable time after he learns that the resolution was adopted and of his right 
to dissent. 


(6) An application may be made to the Court by originating notice after the adoption of a resolution referred 
to in subsection (1) or (2), 


(a) by the corporation, or 
(b) by a shareholder if he has sent an objection to the corporation under subsection (5), 


to fix the fair value in accordance with subsection (3) of the shares of a shareholder who dissents under 
this section. 


(7) If an application is made under subsection (6), the corporation shall, unless the Court otherwise orders, 
send to each dissenting shareholder a written offer to pay him an amount considered by the directors to be 
the fair value of the shares. 


(8) Unless the Court otherwise orders, an offer referred to in subsection (7) shall be sent to each dissenting 
shareholder 


(a) at least 10 days before the date on which the application is returnable, if the corporation is the 
applicant, or 


(b) within 10 days after the corporation is served with a copy of the originating notice, if a shareholder is 
the applicant. 


(9) Every offer made under subsection (7) shall 
(a) be made on the same terms, and 
(b) contain or be accompanied by a statement showing how the fair value was determined. 


(10) A dissenting shareholder may make an agreement with the corporation for the purchase of his shares by 
the corporation, in the amount of the corporation’s offer under subsection (7) or otherwise, at any time 
before the Court pronounces an order fixing the fair value of the shares. 


(11) A dissenting shareholder 

(a) is not required to give security for costs in respect of an application under subsection (6), and 

(b) except in special circumstances shall not be required to pay the costs of the application or appraisal. 
(12) In connection with an application under subsection (6), the Court may give directions for 


(a) joining as parties all dissenting shareholders whose shares have not been purchased by the corporation 
and for the representation of dissenting shareholders who, in the opinion of the Court, are in need of 
representation, 


(b) the trial of issues and interlocutory matters, including pleadings and examinations for discovery, 
(c) the payment to the shareholder of all or part of the sum offered by the corporation for the shares, 
(d) the deposit of the share certificates with the Court or with the corporation or its transfer agent, 
(e) the appointment and payment of independent appraisers, and the procedures to be followed by them, 
(f) the service of documents, and 
(g) the burden of proof on the parties. 

(13) On an application under subsection (6), the Court shall make an order 


(a) fixing the fair value of the shares in accordance with subsection (3) of all dissenting shareholders who 
are parties to the application, 


(b) giving judgment in that amount against the corporation and in favour of each of those dissenting 
shareholder, and 


(c) fixing the time within which the corporation must pay that amount to a shareholder. 
(14) On 
(a) the action approved by the resolution from which the shareholder dissents becoming effective, 


(b) the making of an agreement under subsection (10) between the corporation and the dissenting 
shareholder as to the payment to be made by the corporation for his shares, whether by the acceptance 
of the corporation’s offer under subsection (7) or otherwise, or 


(c) the pronouncement of an order under subsection (13), 


whichever first occurs, the shareholder ceases to have any rights as a shareholder other than the right to be 
paid the fair value of his shares in the amount agreed to between the corporation and the shareholder or in 
the amount of the judgment, as the case may be. 
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(15) Subsection (14)(a) does not apply to a shareholder referred to in subsection (5)(b). 
(16) Until one of the events mentioned in subsection (14) occurs, 

(a) the shareholder may withdraw his dissent, or 

(b) the corporation may rescind the resolution, 

and in either event proceedings under this section shall be discontinued. 


(17) The Court may in its discretion allow a reasonable rate of interest on the amount payable to each 
dissenting shareholder, from the date on which the shareholder ceases to have any rights as a shareholder 
by reason of subsection (14) until the date of payment. 


(18) If subsection (20) applies, the corporation shall, within 10 days after 
(a) the pronouncement of an order under subsection (13), or 


(b) the making of an agreement between the shareholder and the corporation as to the payment to be 
made for his shares, 


notify each dissenting shareholder that it is unable lawfully to pay dissenting shareholders for their shares. 


(19) Notwithstanding that a judgment has been given in favour of a dissenting shareholder under 
subsection (13)(b), if subsection (20) applies, the dissenting shareholder, by written notice delivered to the 
corporation within 30 days after receiving the notice under subsection (18), may withdraw his notice of 
objection, in which case the corporation is deemed to consent to the withdrawal and the shareholder is 
reinstated to his full rights as a shareholder, failing which he retains a status as a claimant against the 
corporation, to be paid as soon as the corporation is lawfully able to do so or, in a liquidation, to be ranked 
subordinate to the rights of the creditors of the corporation but in priority to its shareholders. 


(20) A corporation shall not make a payment to a dissenting shareholder under this section if there are 
reasonable grounds for believing that 


(a) the corporation is or would after the payment be unable to pay its liabilities as they become due, or 


(b) the realizable value of the corporation’s assets would thereby be less than the aggregate of its liabilities. 
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TD SECURITIES TD Securities Inc. 


55 King Street W. & Bay Street, 8 Floor 
Toronto Dominion Bank Tower 

PO. Box 1, Toronto Dominion Centre 
Toronto, Ontario M5K 1A2 


December 8, 1998 


The Board of Directors 
BC TELECOM Inc. 
3777 Kingsway 
Burnaby, B.C. V5H 3Z7 


To the Board of Directors: 


TD Securities Inc. (“TD Securities”) understands that BC TELECOM Inc. (the “Company”) and TELUS 
Corporation (“TELUS”) have entered into an agreement dated October 19, 1998, as subsequently amended on 
October 27, 1998 (the “Arrangement Agreement’’), to complete a business combination (the “Transaction’’) by 
way of plan of arrangement. Pursuant to the Arrangement Agreement, the Company and TELUS will merge to 
form a new public company, BCT.TELUS Communications Inc. (“BCT.TELUS”), and, each holder of 
BC TELECOM common shares will exchange 75% of its common shares of the Company (the “BC TELECOM 
Common Shares”) for voting common shares in the capital of BCT.TELUS (the “BCT.TELUS Common 
Shares”) on a one-for-one basis and 25% of its BC TELECOM Common Shares for non-voting shares in the 
capital of BCT.TELUS (the “BCT.TELUS Non-Voting Shares”) on a one-for-one basis. Each holder of common 
shares of TELUS will exchange 75% of its common shares of TELUS (the “TELUS Common Shares”) for 
0.7773 BCT.TELUS Common Share for each TELUS Common Share held and 25% of its TELUS Common 
Shares for 0.7773 BCT.TELUS Non-Voting Share for each TELUS Common Share held. The terms of the 
Transaction are to be described in a joint management proxy circular (the “Circular”) to be dated on or about 
December 8, 1998, which will be mailed to shareholders of the Company and TELUS in connection with 
the Transaction. 


Engagement 


The Company retained TD Securities pursuant to an agreement dated June 15, 1998 (the “Engagement 
Agreement’) to provide financial advisory services in connection with the Transaction. These services include, 
inter alia, the preparation and delivery to the board of directors (the “Board”) of the Company of TD Securities’ 
opinion as to the fairness of the Transaction from a financial point of view to the holders of BC TELECOM 
Common Shares (the “Fairness Opinion”). The Fairness Opinion is being provided to the Company under the 
terms of the Engagement Agreement. TD Securities was not engaged to make (and has not made) an 
independent formal valuation or appraisal of the Company or TELUS or of their respective assets or liabilities, 
and we have not been furnished with any such valuation or appraisal. The Fairness Opinion should not be 
construed as a formal valuation or appraisal. We were similarly not engaged to review any legal or accounting 
aspects of the Transaction. In preparing this Fairness Opinion, TD Securities has not considered the tax 
implications of the Transaction to individual shareholders of the Company and has assumed that the Transaction 
has no adverse tax implications for the shareholders of the Company. 


The Engagement Agreement provides for TD Securities to receive from the Company, for the various 
financial advisory services to be provided, monthly work fees and a success fee upon closing of the Transaction, 
as well as reimbursement of all reasonable out-of-pocket expenses. The Company has agreed to indemnify 
TD Securities from and against certain liabilities arising directly or indirectly out of the performance of 
professional services rendered to the Company by TD Securities and its personnel under the Engagement 
Agreement or otherwise. 
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This Fairness Opinion is intended solely for the use of the Board, and may not be published, reproduced, 
disseminated, quoted from or referred to without our prior written permission (such permission not to be 
unreasonably withheld) save as hereinafter provided. TD Securities understands and agrees that this Fairness 
Opinion may be reproduced in full and/or summarized, and the conclusions and advice pertaining thereto may 
be included in the Circular, provided that the contents of the Circular have been approved in writing by 
TD Securities (such approval not to be unreasonably withheld) and comply with applicable legislation (including 
applicable published policy statements of Canadian securities regulatory authorities). 


Credentials of TD Securities 


TD Securities is a Canadian investment banking firm with operations in a broad range of investment 
banking activities, including corporate and government. finance, mergers and acquisitions, equity and fixed 
income sales and trading, investment management and investment research. The opinion expressed herein is the 
opinion of TD Securities and its form and content have been approved by a committee of directors of 
TD Securities, each of whom is experienced in merger, acquisition, divestiture, valuation and fairness opinion 
matters. 


Relationship with Interested Parties 


Neither TD Securities, nor any of its affiliates is an insider, associate or affiliate (as those terms are defined 
in the Securities Act (Ontario) (the “Act”)) of the Company, TELUS or any of their respective associates or 
affiliates. TD Securities was engaged by the Company from April 22, 1998 to May 22, 1998, to provide financial 
advisory services related to the review of a potential acquisition that did not proceed. Other than the services 
provided under the Engagement Agreement and the previously described assignment, TD Securities has not 
been engaged to provide any financial advisory services for the Company, TELUS or any of their respective 
associates or affiliates, within the past two years. TD Securities is a regular participant in the medium term note 
programs of one of the Company’s subsidiaries and of TELUS. TD Securities is a wholly-owned subsidiary of 
The Toronto-Dominion Bank (“TD Bank”). TD Bank provides banking services to both the Company and 
TELUS in the normal course of business. 


TD Securities acts as a trader and dealer, both as principal and agent, in major financial markets and, as 
such, may have had and may in the future have positions in the securities of the Company, TELUS or any of 
their respective associates or affiliates and, from time to time, may have executed or may execute transactions on 
behalf of such companies or clients for which it received or may receive compensation. As an investment dealer, 
TD Securities conducts research on securities and may, in the ordinary course of its business, provide research 
reports and investment advice to its clients on investment matters, including with respect to the Company, 
TELUS or the Transaction. 


Other than the Engagement Agreement, there are no understandings, agreements or commitments between 
TD Securities and the Company, TELUS or any of their respective associates or affiliates with respect to any 
future business dealings. TD Securities may, in the future, in the ordinary course of its business, perform 
financial advisory or investment banking services for the Company, TELUS or any of their respective associates 
or affiliates. 
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Scope of Review 


In connection with this Fairness Opinion, TD Securities has reviewed and relied upon or carried out, among 
other things, the following: 


it 
Z 


the Arrangement Agreement including the plan of arrangement; 


heads of agreement regarding the terms and conditions relating to the licensing of GTE Corporation 
intellectual property by the Company; 


3. draft of the Circular in substantially final form; 


ES: 


14. 


15. 
16. 


17. 


audited financial statements of the Company and TELUS for each of the four years ended 
December 31, 1997; 


unaudited interim financial statements of the Company and TELUS for the eight-month period ended 
August 31, 1998; 


annual reports of the Company and TELUS for each of the four years ended December 31, 1997; 


quarterly reports of the Company and TELUS for the first three quarters of fiscal 1997 and first two 
quarters of fiscal 1998; 


notice of annual meeting of shareholders and information circulars of the Company and TELUS for 
each of the two years ended December 31, 1997; 


annual information forms of the Company and TELUS for each of the two years ended 
December 31, 1997; 


historical segmented financial information for the Company and TELUS by business unit for the four 
years ended December 31, 1997; 


. internal management budgets of the Company and TELUS for the year ending December 31, 1998; 


. unaudited projected financial statements for the Company and TELUS prepared by management of 


the Company and TELUS respectively for the years ending December 31, 1998 through 
December 31, 2003; 


discussions with senior management of the Company and TELUS with respect to the information 
referred to above and other issues deemed relevant at the time; 


representations contained in a certificate dated the date hereof from senior officers of the Company 
and TELUS as to the completeness and accuracy of the information upon which the Fairness Opinion 
is based, the absence of changes to such information, the absence of undisclosed information which 
would reasonably be expected to affect materially the Fairness Opinion, and the reasonableness of 
projections or forecasts; 


discussions with the Company’s and TELUS’ auditors and legal counsel; 


public information relating to the business, operations, financial performance and stock trading history 
of the Company, TELUS and other selected public companies considered by us to be relevant; 


public information with respect to certain other transactions of a comparable nature considered by us 
to be relevant; and 
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18. such other corporate, industry, and financial market information, investigations and analyses as 
TD Securities considered necessary or appropriate in the circumstances. 


TD Securities has not, to the best of its knowledge, been denied access by the Company or TELUS to any 
information requested by TD Securities. 


Assumptions and Limitations 


With the Company’s acknowledgment and agreement as provided for in the Engagement Agreement, 
TD Securities has relied upon the accuracy and completeness of all data and other information obtained by us 
from public sources and that was provided to TD Securities by the Company and TELUS and their respective 
personnel, advisors, or otherwise (including the certificates identified below). The Fairness Opinion is 
conditional upon such accuracy and completeness. Subject to the exercise of professional judgment and except 
as expressly described herein, TD Securities has not attempted to verify independently the completeness or 
accuracy of any of the data and other information. 


With respect to the financial forecasts or projections provided to TD Securities and used in our analyses, we 
note that projecting future results of any company is inherently subject to uncertainty. We have assumed, 
however, that such forecasts and projections were prepared using the assumptions identified therein which, in 
the reasonable opinion of the Company or of TELUS, as the case may be, are (or were at the time of 
preparation and continue to be) reasonable in the circumstances. In rendering this Fairness Opinion, we express 
no opinion as to the reasonableness of such forecasts or projections provided to us and used in our analyses. 
Senior officers of the Company have represented to us in a certificate delivered as of the date hereof, among 
other things, that (i) the Company has no information or knowledge of any facts public or otherwise not 
specifically provided to TD Securities relating to the Company, its subsidiaries or TELUS which would 
reasonably be expected to affect materially the Fairness Opinion; (ii) the information and data provided to 
TD Securities by or on behalf of the Company in respect of the Company and its subsidiaries in connection with 
the Transaction is or, in the case of historical information and data, was, at the date of preparation, true and 
accurate in all material respects and no additional material, data or information would be required to make the 
information and data provided to TD Securities not misleading in the light of circumstances in which it was 
prepared; (iii) there have been no changes in any material facts or new material facts since the respective dates 
thereof which have not been disclosed to TD Securities or updated by more current information and data not 
provided to TD Securities by the Company; and (iv) any portions of the information and data provided to 
TD Securities by or on behalf of the Company which constitute forecasts, projections or estimates were prepared 
using the assumptions identified therein, which, in the reasonable opinion of the Company are (or were at the 
time of preparation and continue to be) reasonable in the circumstances. Senior officers of TELUS have made 
the same representations to TD Securities in a separate certificate delivered as of the date hereof. 


In preparing the Fairness Opinion, TD Securities has made several assumptions, including that all 
conditions precedent to the completion of the Arrangement can be satisfied in due course, that all consents, 
permissions, exemptions or orders of relevant regulatory authorities will be obtained, without adverse condition 
or qualification, the procedures being followed to implement the Transaction are valid and effective, the Circular 
will be distributed to the shareholders of the Company and of TELUS in accordance with the applicable laws, 
and the disclosure in the Circular is accurate in all material respects and complies, in all material respects, with 
the requirements of all applicable laws. In our analysis in connection with the preparation of this Fairness 
Opinion, TD Securities made numerous assumptions with respect to industry performance, general business and 
economic conditions and other matters, many of which are beyond the control of the Company and of TELUS. 
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The Fairness Opinion is given as of the date hereof and is based on the securities markets, economic and 
general business and financial conditions prevailing today and the conditions and prospects, financial and 
otherwise, of the Company, TELUS and their respective affiliates as they were reflected in the information 
provided to TD Securities. Any changes therein may affect TD Securities’ opinion and, although we reserve the 
right to change or withdraw our opinion in such event, we disclaim any undertaking or obligation to advise any 
person of any such change that may come to our attention, or update our opinion after the date hereof. 


The preparation of a fairness opinion is a complex process and is not necessarily susceptible to partial 
analysis or summary description. TD Securities believes that its analyses must be considered as a whole and that 
selecting portions of the analyses or the factors considered by it, without considering all factors and analyses 
together, could create an incomplete view of the process underlying the Fairness Opinion. The Fairness Opinion 
is not to be construed as a recommendation to any holder of BC TELECOM Common Shares as to whether to 
vote in favour of the Transaction. TD Securities is not opining as to the market value or the prices at which any 
of the securities of the Company or of TELUS may trade at any time. 


TD Securities’ conclusion as to the fairness of the Transaction is based on our review of the Transaction 
taken as a whole, rather than on any particular element of the Transaction, and this Fairness Opinion should be 
read in its entirety. 


Approach to Fairness 


For the purpose of assessing the fairness from a financial point of view of the Transaction to the holders of 
BC TELECOM Common Shares, TD Securities considered (i) the expected value of consideration to be 
received by holders of BC TELECOM Common Shares (being 0.75 BCT.TELUS Common Shares and 
0.25. BCT.TELUS Non-Voting Shares for each Common Share) compared to the value of the BC TELECOM 
Common Shares prior to the date of public confirmation of discussions between the Company and TELUS 
(being October 14, 1998), (ii) the recent market trading value and liquidity of the BC TELECOM Common 
Shares and the TELUS Common Shares, (iii) the relative contribution of earnings, cash flow and assets by the 
Company and TELUS to BCT.TELUS compared to the relative ownership of BCT.TELUS to be received by the 
holders of BC TELECOM Common Shares and the holders of TELUS Common Shares. Given that the 
Transaction represents a merger of equals and holders of BC TELECOM Common Shares will become holders 
of BCT.TELUS Common Shares and BCT.TELUS Non-Voting Shares with the ability to participate in any 
future en bloc sale involving BCT.TELUS, TD Securities did not believe it would be appropriate to, and hence 
did not, consider an en bloc sale analysis of the Company. 


Conclusion 


Based upon and subject to the foregoing, TD Securities is of the opinion that, as of the date hereof, the 
Transaction is fair from a financial point of view to the holders of BC TELECOM Common Shares. 


Yours very truly, 


TD SECURITIES INC. 


P. Morgan & Co. 
corporated 


) Wall Street 
ew York NY 
1260-0060 


JPMorgan 


December 8, 1998 


The Board of Directors 
BC TELECOM Inc. 
3777 Kingsway 
Burnaby, BC V5H 3Z7 
Canada 


Attention: Brian A. Canfield 
Chairman 


Ladies and Gentlemen: 


You have requested our opinion as to the fairness, from a financial point of view, to 
BC TELECOM Inc. (“BC TELECOM”) of the consideration to be received by BC TELECOM 
shareholders in connection with the proposed Plan of Arrangement (the “Arrangement”), as attached to 
the Amended and Restated Arrangement Agreement dated as of October 27, 1998, among 
BC TELECOM, TELUS Corporation (“TELUS”’) and their respective shareholders contemplated by the 
Amended and Restated Arrangement Agreement. 


In arriving at our opinion, we have reviewed (i) the Arrangement; (ii) certain publicly available 
information concerning the business of TELUS and of certain other companies engaged in businesses 
comparable to those of TELUS, and the reported market prices for certain other companies’ securities 
deemed comparable; (iii) publicly available terms of certain transactions involving companies comparable 
to TELUS and the consideration received for such companies; (iv) current and historical market prices of 
the common stock of BC TELECOM and TELUS; (v) the audited financial statements of BC TELECOM 
and TELUS for the fiscal year ended December 31, 1997, and the unaudited financial statements of 
BC TELECOM and TELUS for the period ended August 31, 1998; (vi) certain internal financial analyses 
and forecasts prepared by BC TELECOM and TELUS and their respective managements; (vii) the 
Heads of Agreement: Brand, Technology and Co-Marketing, dated as of October 19, 1998, between 
BC TELECOM and GTE Corporation; (viii) the Voting Agreement, dated as of October 27, 1998, 
between BC TELECOM and GTE Corporation; (ix) the Long-Ierm Relationship Agreement, dated as of 
October 27, 1998, among BCT.Telus Communications Inc., GTE Corporation and the Anglo-Canadian 
Telephone Co.; and (x) the terms of other business combinations that we deemed relevant. 


In addition, we have held discussions with certain members of the management of BC TELECOM 
and TELUS with respect to certain aspects of the Arrangement, the past and current business operations 
of BC TELECOM and TELUS, the financial condition and future prospects and operations of 
BC TELECOM and TELUS, the effects of the Arrangement on the financial condition and future 
prospects of BC TELECOM and TELUS, and certain other matters we believed necessary or appropriate 
to our inquiry. 


In giving our opinion, we have relied upon and assumed, without independent verification, the 
accuracy and completeness of all information that was publicly available or was furnished to us by 
BC TELECOM and TELUS or otherwise reviewed by us, and we have not assumed any responsibility or 
liability therefor. We have not conducted any valuation or appraisal of any assets or liabilities, nor have any 
such valuations or appraisals been provided to us. In relying on financial analyses and forecasts provided to 
us, we have assumed that they have been reasonably prepared based on assumptions reflecting the best 
currently available estimates and judgments by management as to the expected future results of operations 
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and financial condition of BC TELECOM and TELUS to which such analyses or forecasts relate. We have 
also assumed that the Arrangement will have the tax consequences described in discussions with, and 
materials furnished to us by, representatives of BC TELECOM, and that the other transactions 
contemplated by the Arrangement will be consummated as described in the Arrangement. We have relied 
as to all legal matters relevant to rendering our opinion upon the advice of counsel. 


Our opinion is necessarily based on economic, market and other conditions as in effect on, and the 
information made available to us as of, the date hereof. It should be understood that subsequent 
developments may affect this opinion and that we do not have any obligation to update, revise, or reaffirm 
this opinion. We are expressing no opinion herein as to the price at which BC TELECOM’ stock will trade 
at any future time. 


We have acted as financial advisor to BC TELECOM with respect to the proposed Arrangement and 
will receive a fee from BC TELECOM for our services. We will also receive an additional fee if the 
proposed Arrangement is consummated. Please be advised that we have no other financial advisory or 
other relationships with BC TELECOM or TELUS. In the ordinary course of their businesses, our 
affiliates may actively trade the debt and equity securities of BC TELECOM or TELUS for their own 
account or for the accounts of customers and, accordingly, they may at any time hold long or short 
positions in such securities. 


On the basis of and subject to the foregoing, it is our opinion as of the date hereof that the 
consideration to be received by BC TELECOM shareholders in the proposed Arrangement is fair, from a 
financial point of view, to BC TELECOM and its shareholders. 


This letter is provided to the Board of Directors of BC TELECOM in connection with and for the 
purposes of its evaluation of the Arrangement. This opinion does not constitute a recommendation to any 
shareholder of BC TELECOM as to how such shareholder should vote with respect to the Arrangement. 
This opinion may not be disclosed, referred to, or communicated (in whole or in part) to any third party for 
any purpose whatsoever except with our prior written consent in each instance. This opinion may be 
reproduced in full in any proxy or information statement mailed to shareholders of BC TELECOM but 
may not otherwise be disclosed publicly in any manner without our prior written approval and must be 
treated as confidential. 


Very truly yours, 


J.P. MORGAN SECURITIES INC. 


By: 
Name: Dag Skattum 
Title: Managing Director 


CIBC Wood Gundy 
Securities Inc. 
Commerce Place 
1200 - 400 Burrard Street 
Vancouver, British Columbia 
V6C 3A6 
Tel: (604) 891-6300 

OO undy (eae) 831-8380 


October 27, 1998 


The Independent Committee of the Board of Directors 
BC Telecom Inc. 

21 - 3777 Kingsway St. 

Burnaby, BC V5H 3Z7 


To the Independent Committee: 


We understand that BC Telecom Inc. (“BCT”) and TELUS Corporation (“TELUS”) propose to participate 
in a statutory plan of arrangement (the “Arrangement”) whereby all of the outstanding shares of both will be 
acquired by a newly incorporated British Columbia company, BCT.TELUS Communications Inc. (“MergeCo’”’). 
The terms of the Arrangement are set out in an Amended and Restated Arrangement Agreement dated 
October 27, 1998 among BCT, TELUS and MergeCo (the “Arrangement Agreement”). 


As a result of the Arrangement (i) each registered holder (a “BCT Shareholder’) of common shares of 
BCT (“BCT Shares’) will receive, in exchange for 75% of the BCT Shares held by such holder prior to the 
Arrangement, one common share of MergeCo (each, a “MergeCo Common Share’) for each of those BCT 
Shares, and in exchange for 25% of the BCT Shares held by such holder prior to the Arrangement, one 
non-voting share of MergeCo (each, a “MergeCo Non-Voting Share”) for each of those BCT Shares, and 
(ii) each registered holder (a “TELUS Shareholder”) of common shares of TELUS (“TELUS Shares’) will 
receive, in exchange for 75% of the TELUS Shares held by such holder prior to the Arrangement, 0.7773 of a 
MergeCo Common Share for each of those TELUS Shares, and in exchange for 25% of the TELUS Shares held 
by such holder prior to the Arrangement, 0.7773 of a MergeCo Non-Voting Share for each of those TELUS 
Shares (the exchange ratios being referred to herein as the “Share Exchange Ratios”). The MergeCo Common 
Shares and the MergeCo Non-Voting Shares are collectively referred to herein as the “MergeCo Shares”. 


Upon completion of the Arrangement, BCT Shareholders taken as a whole are anticipated to hold an 
aggregate of approximately 52.5% of the MergeCo Shares outstanding (such anticipated ownership of the BCT 
Shareholders taken as a whole being referred to herein as the “Pro Forma BCT Ownership Percentage”) and 
TELUS Shareholders taken as a whole are anticipated to hold an aggregate of approximately 47.5% of the 
MergeCo Shares outstanding. 


We also understand that GTE Corporation (“GTE”), through its subsidiary Anglo-Canadian Telephone 
Company (“Anglo”), holds approximately 51% of the BCT Shares outstanding and that they have agreed to vote 
in favour of the Arrangement. 


In connection with the proposed Arrangement, BCT has entered into a Brand, Technology and 
Co-Marketing Heads of Agreement (the “Technology Heads of Agreement”) with GTE dated October 19, 1998 
whereby, assuming completion of the Arrangement, GTE will provide MergeCo (which will succeed to BCT’s 
rights and obligations under the Technology Heads of Agreement if the Arrangement occurs) with intellectual 
property and information technology services, products and licenses, in exchange for certain payments, subject 
to certain rights and obligations of the parties to the agreement. Under the Technology Heads of Agreement, 
BCT has the right, subject to certain limitations, to cause the agreement to become effective whether or not the 
Arrangement is implemented. For purposes of the Fairness Opinion (as defined below), we have assumed that 
the Technology Heads of Agreement will come into effect only if the Arrangement is completed. 
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The board of directors of BCT (the “Board”) has established a committee (the “Independent Committee”) 
comprised of certain members of the Board who are independent of BCT management and GTE. We 
understand that the Independent Committee’s mandate includes evaluating the Arrangement and the 
Technology Heads of Agreement and reporting thereon to the Board. The Independent Committee, on behalf of 
BCT, has retained CIBC Wood Gundy Securities Inc. (“Wood Gundy’) to prepare and. deliver to the 
Independent Committee its opinion (the “Fairness Opinion”) as to (i) the fairness of the Technology Heads of 
Agreement from a financial point of view to BCT Shareholders other than GTE and Anglo (the “Public 
Shareholders”) and (ii) the fairness of the Share Exchange Ratios, and resulting Pro Forma BCT Ownership 
Percentage, from a financial point of view to BCT Shareholders, including the Public Shareholders. 


We understand that the Technology Heads of Agreement will constitute a “related party transaction” within 
the meaning of Ontario Securities Commission Policy Statement 9.1 (the “Policy”). We understand that the 
valuation requirement in the Policy does not apply as the value of the asset or the principal amount of the 
liability subject to the related party transaction does not exceed 25% of the market capitalization of BCT or the 
expected market capitalization of MergeCo. 


Wood Gundy has not been engaged to prepare, and has not prepared, a valuation of BCT, TELUS or 
MergeCo or any of their respective material assets and the Fairness Opinion should not be construed as such. 


Relationship of Wood Gundy with Interested Parties 


Wood Gundy is not an insider, associate or affiliate (as those terms are defined in the Securities Act (British 
Columbia)) of BCT, TELUS, GTE or Anglo. The only advisory work or financings completed by Wood Gundy 
involving any of these three parties within the past two years were three debt issuances for BCT having an 
aggregate principal amount of $60 million. There are no understandings or agreements between Wood Gundy 
and BCT, TELUS, GTE or MergeCo with respect to any future business dealings. Wood Gundy may in the 
future, in the ordinary course of business, perform financial advisory or investment banking services for any of 
these companies or their successors. 


Wood Gundy’s compensation for providing the Fairness Opinion does not depend on the conclusions 
reached in the Fairness Opinion, the successful completion of the Arrangement or the entering into of the 
Technology Heads of Agreement. 


Wood Gundy acts as a trader and dealer, both as principal and agent, in all major North American financial 
markets and as such may have had and may in the future have positions in the securities of BCT, TELUS, GTE 
and MergeCo and, from time to time, may have executed or may execute transactions on behalf of such 
companies or clients for which it receives compensation. As an investment dealer, Wood Gundy conducts 
research on securities and may, in the ordinary course of its business, be expected to provide research reports 
and investment advice to its clients on investment matters. 


Credentials of Wood Gundy 


Wood Gundy is one of Canada’s largest investment banking firms with operations in all facets of corporate 
and government finance, mergers and acquisitions, equity and fixed income sales and trading and investment 
research. The Fairness Opinion represents the opinion of Wood Gundy and the form and content hereof have 
been approved for release by a committee of its managing directors, each of whom is experienced in merger, 
acquisition, divestiture and valuation matters. 
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Scope of Review 


In connection with the preparation of the Fairness Opinion, we have reviewed and relied upon, or carried 
out, among other things, the following: 


(i) the Arrangement Agreement; 
(ii) the Technology Heads of Agreement; 


(iii) the audited financial statements and annual reports of BCT and TELUS for the three fiscal years 
ended December 31, 1997; 


(iv) the annual information forms of BCT and TELUS for the three fiscal years ended December 31, 1997; 


(v) management proxy circulars of BCT and TELUS relating to all meetings of BCT Shareholders and 
TELUS Shareholders during the period from January 1, 1995 to the date hereof; 


(vi) the unaudited financial statements of each of BCT and TELUS for the six months ended June 30, 1998; 


(vii) financial forecast for BCT for the fiscal year ending December 31, 1998, prepared by 
BCT management, on a consolidated basis and with certain segmented information; 


(viii) internal projected financial results for BCT for the five fiscal years ending December 31, 2003, 
prepared by BCT management, on a consolidated basis and with certain segmented information; 


(ix) financial forecast for TELUS for the fiscal year ending December 31, 1998, prepared by TELUS 
management, on a consolidated basis and with certain segmented information; 


(x) internal projected financial results for TELUS for the five fiscal years ending December 31, 2003, 
prepared by TELUS management, on a consolidated basis and with certain segmented information; 


(xi) certain additional confidential financial, operating and strategic information regarding BCT and 
TELUS, from management representatives at each such company; 


(xii) discussions with senior management of BCT, TELUS and GTE; 


(xiii) discussions with the financial advisers to BCT for purposes of the Arrangement and receipt of certain 
financial analyses regarding the proposed Arrangement and Technology Heads of Agreement prepared 
by BCT and such advisers; 


(xiv) discussions with Arthur Andersen & Co., auditors of BCT; 


(xv) discussions with Farris, Vaughan, Wills & Murphy, legal counsel to BCT and with Thorsteinssons, tax 
counsel to BCT; 


(xvi) publicly available information relating to the business, operations, financial performance and/or stock 
trading history of BCT; TELUS, GTE and Bell Atlantic Corporation and other selected public 
companies we considered relevant; 


(xvii) publicly available information relating to the telecommunications industry in Canada and the 
United States; 


(xviii) data with respect to other transactions and agreements of a comparable nature to the Arrangement 
and the Technology Heads of Agreement, respectively, considered by us to be relevant; 


(xix) representations contained in a certificate addressed to us dated the date hereof from senior officers 
of BCT; 
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(xx) representations contained in a certificate addressed to us dated the date hereof from a senior officer of 
GTE; and 


(xxi) such other financial, securities markets, corporate and industry information, investigations and analyses 
as we considered necessary or appropriate in the circumstances. 


Wood Gundy has not, to the best of our knowledge, been denied access by BCT to any information 
requested by Wood Gundy. 


We have performed such analyses, investigations and testing of assumptions as were considered by us to be 
appropriate in the circumstances for the purpose of rendering the Fairness Opinion. 


Assumptions and Limitations 


We have relied upon, and have assumed the completeness, accuracy and fair presentation of, all financial 
and other information, data, advice, opinions and representations obtained by us from public sources or 
provided to us by BCT, TELUS or GTE and their respective affiliates and advisers, or otherwise pursuant to our 
engagement. The Fairness Opinion is conditional upon such completeness, accuracy and fair presentation. The 
Fairness Opinion is also conditional upon the definitive legal agreement entered into pursuant to the Technology 
Heads of Agreement having terms and conditions consistent with those in the Technology Heads of Agreement 
with no material modification of any material terms or conditions and constituting an enforceable agreement 
between the parties. Subject to the exercise of professional judgment and except as expressly described herein, 
we have not attempted to verify independently the accuracy or completeness of any such information, data, 
advice, opinions and representations. 


Certain senior officers of BCT have represented to us, in a certificate delivered as of the date hereof, 
among other things, that (i) the information, data and other material (financial or otherwise) (the 
“Information” provided orally by, or in the presence of, an officer or employee of BCT or its advisers or in 
writing by BCT or its advisors to Wood Gundy, relating to BCT or any of its subsidiaries or the Arrangement or 
the Technology Heads of Agreement, for the purpose of preparing the Fairness Opinion was, at the date the 
Information was provided to Wood Gundy, and is, complete, true and correct in all material respects, and did 
not and does not contain any untrue statement of a material fact in respect of BCT, its subsidiaries, the 
Technology Heads of Agreement or the Arrangement, and did not, and does not, omit to state a material fact 
necessary to make the Information not misleading in light of the circumstances under which the Information was 
made or provided; and that (ii) since the dates on which the Information was provided to Wood Gundy, except 
as disclosed in writing to Wood Gundy, there has been no material change, financial or otherwise, in the 
financial condition, assets, liabilities (contingent or otherwise), business, operations or prospects of BCT or any 
of its subsidiaries and no material change has occurred in the Information or any part thereof which would have 
or which would reasonably be expected to have a material effect on either the Technology Heads of Agreement 
Opinion or the Arrangement Opinion (each as defined below). 


A senior officer of GTE has represented to us, in a certificate delivered as of the date hereof, among other 
things, that (i) GTE and Anglo agreed to vote in favour of the Arrangement as a result of negotiations with 
TELUS, (ii) GTE had full knowledge of, and access to, information concerning BCT such that the underlying 
value of BCT was a material factor considered by GTE in agreeing to support the terms of the Arrangement, 
and in particular the Pro Forma BCT Ownership Percentage, (iii) although the strategic implications to BCT of 
the Technology Heads of Agreement were relevant to GIE’s determination to support the Arrangement, neither 
the amount of the payments to be made to GTE thereunder nor any non-financial factors peculiar to GTE were 
material factors considered by GTE in agreeing to support the Pro Forma BCT Ownership Percentage under the 
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Arrangement, and (iv) there are no material collateral arrangements between GTE or its affiliates on one side 
and TELUS or its affiliates on the other side. 


The Fairness Opinion is rendered on the basis of securities markets, economic and general business and 
financial conditions prevailing as at the date hereof and the condition and prospects, financial and otherwise, of 
BCT and TELUS as they were reflected in the information and documents reviewed by us and as they were 
represented to us in our discussions with management representatives at BCT and TELUS. In our analyses and 
in connection with the preparation of the Fairness Opinion, we have made numerous assumptions with respect 
to industry performance, general business, market and economic conditions and other matters, many of which 
are beyond the control of any party involved with the Arrangement or the Technology Heads of Agreement. The 
Fairness Opinion is not intended to be and does not constitute a recommendation to any BCT Shareholder as to 
how he or she should vote in connection with the Arrangement. 


The Fairness Opinion has been provided for the use of the Independent Committee and may not be used or 
relied upon by any other person without the express prior written consent of Wood Gundy. Wood Gundy is 
providing the Fairness Opinion as of the date hereof and disclaims any undertaking or obligation to advise any 
person of any change in any fact or matter affecting the Fairness Opinion which may come or be brought to 
Wood Gundy’s attention after the date hereof. Without limiting the foregoing, in the event that there is any 
material change in any fact or matter affecting the Fairness Opinion after the date hereof, Wood Gundy reserves 
the right to change, modify or withdraw the Fairness Opinion. 


In connection with the provision of the Fairness Opinion to the Independent Committee, we have 
performed a variety of financial and comparative analyses, including those described below. The preparation of 
a fairness opinion involves various determinations as to the most appropriate and relevant assumptions and 
methods of financial analysis and the application of these methods to the particular circumstances and, 
therefore, such an opinion is not readily susceptible to summary description. Furthermore, in preparing the 
Fairness Opinion, we have not attributed any particular weight to any analysis or factor considered by us, but 
rather have made qualitative judgments based on our experience in rendering such opinions and on 
circumstances then prevailing as to the significance and relevance of each analysis and factor. Accordingly, we 
believe that our analyses must be considered as a whole and that to focus on specific portions of such analyses 
and of the factors considered, without considering all analyses and factors, would create an incomplete and 
misleading view of the process underlying the Fairness Opinion. 


Fairness Methodology — Technology Heads of Agreement 


In assessing the fairness of the Technology Heads of Agreement from a financial point of view to the Public 
Shareholders (the “Technology Heads of Agreement Opinion”), we considered the following factors: 


(i) the financial implications of the Technology Heads of Agreement to MergeCo (being the dollar value 
and timing of the expected costs and benefits under the agreement); 


(ii) the alternative agreements which could reasonably be expected to have been secured by MergeCo if 
the Technology Heads of Agreement had not been entered into with GTE; 


(iii) comparison of the Technology Heads of Agreement to information available to us regarding certain 
other agreements of a similar nature involving other parties; and 


(iv) the process through which the Technology Heads of Agreement was negotiated, including the nature 
and extent of TELUS’s participation in the negotiations. 
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Fairness of the Technology Heads of Agreement 


Wood Gundy engaged in extensive discussions with the BCT management personnel involved in negotiating 
the Technology Heads of Agreement regarding the proposed terms of the agreement, commencing during the 
last week. of September 1998. Wood Gundy was provided with updates during the negotiation process and 
reviewed with BCT the rationale for the proposed material terms of the agreement, as well as the potential for 
negotiation of alternative provisions where appropriate. We also reviewed with BCT and TELUS management 
the expected strategic benefits and tangible savings expected to be realized by MergeCo pursuant to the 
agreement, as estimated by BCT and TELUS and their respective financial advisers. In considering the fairness 
of the Technology Heads of Agreement to the Public Shareholders, we considered the factors described below. 


Financial Implications of the Technology Heads of Agreement 


BCT and TELUS operations personnel performed extensive analysis and investigations of the specific 
tangible operating and capital cost savings expected to be realized from the Technology Heads of Agreement. 
These savings relate to (i) information technology (primarily applications development), (ii) replacement of 
certain services currently provided to BCT and TELUS by the Stentor alliance of incumbent local exchange 
carriers (“ILECs’’) and reduction of the associated costs of those services, (iii) savings associated with 
application of GTE’s volume buying power to procure products and services from third-party vendors at reduced 
prices, (iv) replacement of the services and associated costs to BCT and TELUS of the Operations Development 
Consortium, an alliance composed of BCT, TELUS and Bell Canada, and (v) replacement of the services 
currently provided by GTE to BCT, and the costs associated with those services, under the existing technology 
sharing agreement between GTE and BCT, which is to be superseded by the definitive agreement contemplated 
by the Technology Heads of Agreement. 


Wood Gundy participated in due diligence discussions with BCT and TELUS management personnel and 
BCT’s financial advisors to review their assumptions regarding the expected tangible savings from the 
Technology Heads of Agreement. We also analyzed the expected payments to be made by MergeCo to GTE 
contemplated by the Technology Heads of Agreement, including the expected tax treatment to MergeCo of such 
payments (which was the subject of discussions with BCT’s specialized tax counsel). We calculated the net 
present value of the after-tax cash flows associated with the Technology Heads of Agreement, considering only 
the tangible operating and capital cost benefits described above. Based on our analysis, we concluded that the 
Technology Heads of Agreement had an expected positive net present value to MergeCo. This analysis did not 
take into account any benefit to MergeCo associated with the brands, trademarks and marketing assistance 
which are expected to be provided to MergeCo pursuant to the agreement. 


Based on and subject to the foregoing, our analysis of the financial implications of the Technology Heads of 
Agreement supports the conclusion in the Technology Heads of Agreement Opinion. 


Alternatives to the Technology Heads of Agreement 


Wood Gundy reviewed with BCT and TELUS management the reasonably attainable alternatives to the 
Technology Heads of Agreement in terms of obtaining another partner for MergeCo to provide ongoing 
technological support and branding assistance or proceeding with the Arrangement without any such partner. 

Based’ on and subject to the foregoing, our analysis of the alternatives to the Technology Heads of 
Agreement supports the conclusion in the Technology Heads of Agreement Opinion. 
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Comparison to Available Information Regarding Certain Similar Agreements 


We compared the services and associated costs contemplated by the Technology Heads of Agreement to the 
available information regarding certain agreements of a similar nature, such as the branding and technology 
agreement between Sprint Communications Company and Call-Net Enterprises Inc. entered into in August 1993 
(summary information regarding which agreement was available in the public domain). Our comparison of the 
Technology Heads of Agreement to other similar agreements was subject to three primary limitations: (i) there 
are relatively few examples of such agreements, (ii) there is limited publicly available information on such 
agreements, and (iii) such agreements are not standardized and the relative bargaining positions of the parties at 
the time the agreements are entered into can vary significantly. We did determine that certain material terms of 
the Technology Heads of Agreement relating to the breadth of the branding and technology assistance to be 
provided and the associated fees payable are at least as favourable to MergeCo as the similar terms in the 
comparable agreements are to the corresponding recipients of the branding and technology assistance. 


Based on and subject to the foregoing, our analysis of available information regarding certain agreements of 
a similar nature to the Technology Heads of Agreement supports the conclusion in the Technology Heads of 
Agreement Opinion. 


Negotiation Process 


We understand from our due diligence investigations that TELUS personnel led the negotiation of the 
Technology Heads of Agreement on behalf of MergeCo. TELUS had previous experience with branding and 
technology agreements as it had pursued negotiations with another major U.S.-based telecommunications 
company within the previous year, without reaching an acceptable outcome to TELUS. TELUS’s leadership in 
the negotiations was indicative to us of the arm’s length quality of the negotiation process, from the standpoint 
of MergeCo. Given Wood Gundy’s discussions with BCT during the period when the negotiations reached a 
critical stage, we are aware of the nature of the negotiations and the key issues involved. We also are aware of 
BCT’s overall goals in the negotiations on behalf of MergeCo and the extent to which the negotiations resulted 
in BCT’s achievement of those goals. On the basis of these factors, we believe that the negotiation process 
supports the conclusion in the Technology Heads of Agreement Opinion. 


Conclusion in the Technology Heads of Agreement Opinion 


Based upon and subject to the foregoing and such other factors as we considered relevant, Wood Gundy is 
of the opinion that, as at the date hereof, the Technology Heads of Agreement is fair from a financial point of 
view to the Public Shareholders. 


Fairness Methodology — Arrangement 


In assessing the fairness from a financial point of view of the Share Exchange Ratios, and resulting 
Pro Forma BCT Ownership Percentage, under the Arrangement (the “Arrangement Opinion’), we employed 
the methodology described below. 


(i) Relative Share Values 


In order for the Share Exchange Ratios and resulting Pro Forma BCT Ownership Percentage to be 
considered fair to BCT Shareholders, we considered that they should fairly reflect the relative values of BCT 
Shares, in the aggregate, and TELUS Shares, in the aggregate. To assess such relative values, we considered the 
values for these shares as implied by (i) the public trading values for the shares; (ii) the relative contribution to 
MergeCo by BCT and TELUS under the Arrangement, in terms of net income, cash flow and other indicators of 
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financial and operating contribution; (iii) analyses based on the implied valuation multiples for comparable 
publicly traded telecommunications companies; and (iii) discounted cash flow (“DCF”) analyses of BCT 
and TELUS. 


(ii) Absolute Share Values 


We also considered the estimated absolute values of the MergeCo Shares to be received by BCT 
Shareholders in comparison to the absolute value of the BCT Shares held prior to the Arrangement. In this 
context, we included in our analysis, among other things, the expected operating synergies from combining BCT 
and TELUS and the expected strategic positioning and trading liquidity of MergeCo relative to BCT on its own. 


Our absolute value approach included DCF analyses of BCT and MergeCo. Such analyses involved 
consideration of the implied value of the BCT Shares without adjusting downward to reflect the fact that the 
BCT Shares held by the Public Shareholders do not form part of a controlling interest. We did observe, as 
described below, the potential benefit to the Public Shareholders of the diluted proportionate interest in 
MergeCo which GTE will hold upon implementation of the Arrangement, compared to GTE’s current majority 
interest in BCT. 


(iii) Transaction Process 


In preparing the Arrangement Opinion, we also reviewed and considered the process through which the 
Share Exchange Ratios and other terms of the Arrangement were negotiated between BCT and TELUS, 
including the involvement of GTE in the negotiations and GTE’s ultimate support for implementation of the 
Arrangement. 


(iv) Other Analyses 


We have also completed such other analyses and investigations as were considered by us to be appropriate 
in the circumstances for the purpose of arriving at an opinion as to whether the Share Exchange Ratios, and 
resulting Pro Forma BCT Ownership Percentage, are fair from a financial point of view to BCT Shareholders 
including the Public Shareholders. 


Fairness of the Arrangement 
(i) Relative Value of Shares of BCT and TELUS 


An important aspect of our Arrangement Opinion analysis was our estimation of the relative values of the 
shares of BCT and TELUS, in order to determine whether the Share Exchange Ratios, and resulting Pro Forma 
BCT Ownership Percentage, are fair from a financial point of view to BCT Shareholders, including the Public 
Shareholders. The results of this relative value analysis are described below. 


Public Trading Values 


We reviewed the relative market capitalizations of BCT and TELUS in assessing the relative contributions 
of BCT and TELUS to MergeCo. 


The relative market capitalizations of BCT and TELUS provided us with a significant indicator of the 
relative value of the two companies, given that: (i) BCT and TELUS have relatively large public floats and a high 
degree of trading liquidity; and (ii) BCT and TELUS are well followed by equity research analysts (more than 
10 firms cover each company) and there are several comparable public telecommunications companies in 
Canada and the United States which provide helpful benchmarks for investors. 
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On October 9, 1998, the trading price of BCT Shares increased by approximately 11.3%, from $35.95 at 
closing on the previous day to $40.00 at closing on October 9th. We attribute this one-day price increase to’ the 
crystallized market expectation that a business combination between BCT and TELUS was likely to occur within 
a short period of time, following periodic rumors over the previous several months of the possibility of such a 
combination. Subsequently, BCT’s share price increased by a further 6% over the week of October 12th, closing 
at $42.40 on October 16th. During that week, BCT and TELUS issued a press release (on October 14th), at the 
request of the Toronto Stock Exchange, confirming that they were in discussions to explore the possibility of a 
business combination between them. Given our view that the trading prices for BCT and TELUS’s shares 
subsequent to October 8, 1998 were affected by market speculation regarding an impending business 
combination between the two companies, we analyzed the public trading values of the companies’ shares only up 
to October 8, 1998. In so doing, we sought to determine the market’s assessment of the fundamental value of 
each company individually, rather than the possible implications of a business combination between them. 


The prices for BCT’s and TELUS’s shares at the close of trading on October 8, 1998 implied a Pro Forma 
BCT Ownership Percentage of approximately 51%. Accordingly, the Pro Forma BCT Ownership Percentage 
under the Arrangement represented, in effect, a discount of approximately 6% to TELUS’s closing trading price 
on that date. 


Based on and subject to the foregoing, as well as other public trading data we reviewed for BCT and 
TELUS’s shares over various time periods, we conclude that the public trading values of BCT and TELUS’s 
shares support the conclusion in the Arrangement Opinion. | 


Relative Contribution to MergeCo 


We considered the relative contribution to MergeCo of BCT and TELUS in terms of various financial 
benchmarks, such as (i) revenue, (ii) earnings before interest, taxes, depreciation and amortization (“EBITDA’), 
(iii) earnings before interest and taxes, (iv) net earnings and (v) operating cash flow. For purposes of our 
financial analysis, we made certain adjustments to the figures to exclude extraordinary items and account for 
differences in accounting policies (e.g., asset write-down and depreciation policies) between the two companies. 
The primary financial benchmarks relied on in our relative contribution analysis were net earnings and cash 
flow, for the 1998 and 1999 estimated results for BCT and TELUS. On that basis, our calculated range for the 
implied Pro Forma BCT Ownership Percentage was approximately 50.2% to 54.3%. 


We also analyzed the relative contribution of BCT and TELUS by reference to the average trading 
multiples for certain comparable public companies (i.e., the publicly traded ILECs in Canada, and, for 
additional reference, in the United States). The implied range for the Pro Forma BCT Ownership Percentage 
was approximately 50.2% to 56.3%, by reference to the estimated 1998 and 1999 results for BCT and TELUS 
(price to earnings, enterprise value to EBITDA and price to cash flow being the key multiples considered). 


Based on and subject to the foregoing, our relative value analysis supports the conclusion in the 
Arrangement Opinion. 


DCF Analysis of BCT and TELUS 


We performed a DCF analysis of BCT and TELUS as an additional benchmark for estimating the relative 
value of the two companies. The DCF approach takes into account the amount, timing and relative certainty of 


projected free cash flows expected to be generated by the company being analyzed. The DCF approach requires | 


that certain assumptions be made regarding, among other things, future cash flows, discount rates and 
terminal values. 
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We obtained financial projections for the period from 1998 to 2003 for each of BCT and TELUS. We 
participated in due diligence discussions with BCT and TELUS management personnel to determine what 
adjustments or sensitivity analyses would be appropriate in using those projections in our DCF analysis. BCT 
and TELUS both have a three-year planning horizon, and accordingly their financial projections focus on the 
1998 to 2000 period. The projections for the 2001 to 2003 period were considered by both management teams as 
providing general direction only, especially given the difficulty of forecasting beyond the near-term in a rapidly 
changing industry. The shortness of the projection period (i.e., ending in 2003) made the results of our analysis 
less robust, as the terminal value (i.e., the present value of the cash flows expected to be generated after 2003) 
represented a high percentage of the total estimated DCF value for each company (i.e., over 70%). While we 
accepted for the most part the financial projections provided to us by BCT and TELUS, we also performed 
various sensitivity analyses to test the fairness of the Pro Forma BCT Ownership Percentage under different 
alternative projection assumptions. The results of our base case analysis provided a range of approximately 
51.1% to 54.0% for the implied Pro Forma BCT Ownership Percentage. 


The discount rate used in our DCF analysis was the estimated weighted average cost of capital (““WACC”’) 
for each of the two companies. Our WACC estimates for the two companies were determined in light of the 
current prevailing risk-free rates of return, equity market risk premiums and the estimated borrowing costs for 
BCT and TELUS. The WACCs chosen reflect the financial returns required by debt and equity investors 
assuming an appropriate capital structure for each of BCT and TELUS. Given the great similarity between the 
risks associated with the two companies’ businesses and their capital structures, we believed it was appropriate 
when our calculated WACC estimates indicated that the WACCs for the two companies were almost identical. 
Given that the patterns of projected cash flows and WACC levels for the two companies were both very similar, 
the implied Pro Forma BCT Ownership Percentage under our DCF analysis was very insensitive to the absolute 
level of the WACC selected for the two companies. We estimated a WACC range for both BCT and TELUS at 
between 8% and 9%. 


For the possible ranges of values for the free cash flows generated by BCT and TELUS subsequent to 2003, 
we considered two alternative approaches: (i) applying alternative “exit” valuation multiples of EBITDA to each 
of BCT and TELUS and then discounting the resulting values to the present using the estimated WACC for each 
company, and (ii) applying alternative growth rates, each as a perpetuity, to the free cash flows subsequent to 
2003 and then discounting the resulting free cash flows to the present using the estimated WACC for 
each company. 


Based on and subject to the foregoing, our DCF analysis supports the conclusion in the 
Arrangement Opinion. 


(ii) Estimated Absolute Value for BCT and MergeCo 


In addition to considering the relative value of the BCT and TELUS shares being exchanged under the 
Arrangement, we also analyzed the estimated absolute value of the MergeCo Shares to be received by BCT 
Shareholders. This analysis took into account the estimated synergies from the Arrangement and the range of 
expected public trading values for MergeCo. 


One absolute value methodology which we applied was an analysis of the accretion or dilution in earnings 
per share (“EPS”) which could be expected to accrue to BCT Shareholders as a result of the Arrangement per 
BCT Share contributed to MergeCo. We considered various alternative cases for this analysis, depending on the 
treatment of differing accounting policies between the two companies, different synergy assumptions for 
MergeCo and different treatment of the expected one-time restructuring and transaction costs associated with 
the Arrangement. We believed that the most meaningful methodology was to adjust the earnings of the 
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two companies so as to harmonize their accounting policies (i.e., equalize the latest substantial asset write-downs 
of the two companies as a proportion of previous asset values and account for different depreciation policies), to 
include the expected first-year synergies from the Arrangement and to exclude the one-time restructuring costs 
from the base EPS to which a multiple was applied (and instead to separately subtract such one-time costs, on an 
after-tax basis, from MergeCo’s expected share price). The result of this analysis was to imply an expected 
pro forma value per BCT Share which was, at minimum, equivalent to the current trading value of BCT Shares 
and potentially substantially accretive within the expected range of price-earnings multiples for MergeCo. We 
also performed sensitivity analyses on our results with respect to the expected synergies from the Arrangement, 
to confirm the reliability of our base case conclusions. 


Another methodology which we employed in estimating the absolute value impact on BCT Shareholders of 
the Arrangement was to compare the estimated DCF value for BCT (calculated as described above) to the 
estimated DCF value for MergeCo (accounting for the expected synergies from the Arrangement over time and 
other factors). The results of this analysis was to indicate an absolute value increase per BCT Share. 


In considering the estimated absolute value of the MergeCo Shares to be received by BCT and TELUS 
shareholders, we noted that the MergeCo Non-Voting Shares will likely trade at a small discount to the MergeCo 
Common Shares, based on our review of the trading history of other public companies with a class of 
subordinate or non-voting equity shares. The discount should not be material, as the two classes of shares have 
an equal entitlement to dividends. In addition, there are “coat-tail” provisions attaching to the MergeCo 
Non-Voting Shares such that, if a take-over bid is made for MergeCo Common Shares which applicable 
securities law requires be made to all holders of such shares, then the MergeCo Non-Voting Shares become 
convertible into MergeCo Common Shares. We understand that the reason for incorporating a class of 
non-voting shares into MergeCo’s capital structure was to increase the ability of non-Canadian investors to 
acquire MergeCo Shares, given the current limit under Canadian law on foreign ownership in Canadian 
telecommunications companies of 33% per cent of the voting shares outstanding. In the event that Canadian law 
changes so as to eliminate the limit on foreign ownership, the MergeCo Non-Voting Shares will be converted 
into MergeCo Common Shares. 


Based on and subject to the foregoing, our absolute value analysis supports the conclusion in the 
Arrangement Opinion. 


(iii) Transaction Process 


In our due diligence discussions with management at BCT and TELUS, we established to our reasonable 
satisfaction that the Arrangement negotiations had been carried out on an arm’s length basis between the BCT 
and TELUS negotiation teams, each seeking the best possible transaction for its constituent shareholders. In 
deciding whether to proceed with the Arrangement, BCT’s negotiating team properly considered the 
alternatives to a business combination with TELUS, as well as the status quo. The BCT negotiating team was 
well staffed with experienced and senior personnel, and the team was advised by experienced outside 
professional advisers. 


Given that the market value of GTE’s ownership position in BCT (at over $2 billion) was and is much 
greater than the value of GTE’s financial interest under the Technology Heads of Agreement, we have no reason 
to believe that GTE’s goal of maximizing the realized value for GTE’s BCT Shares was not a primary factor in 
GTE’s eventual agreement to support the Arrangement. 


As noted above, a senior officer of GTE has represented to us, in a certificate delivered as of the date 
hereof, among other things, that (i) GTE and Anglo agreed to vote in favour of the Arrangement as a result of 
negotiations with TELUS, (ii) GTE had full knowledge of, and access to, information concerning BCT such that 
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the underlying value of BCT was a material factor considered by GTE in agreeing to support the terms of the 
Arrangement, and in particular the Pro Forma BCT Ownership Percentage, (iii) although the strategic 
implications to BCT of the Technology Heads of Agreement were relevant to GTE’s determination to support 
the Arrangement, neither the amount of the payments to be made to GTE thereunder nor any non-financial 
factors peculiar to GTE were material factors considered by GTE in agreeing to support the Pro Forma BCT 
Ownership Percentage under the Arrangement, and (iv) there are no material collateral arrangements between 
GTE or its affiliates on one side and TELUS or its affiliates on the other side. 


Based on and subject to the foregoing, the transaction process supports the conclusion in the Arrangement 
Opinion. 


(iv) Other Analyses 


Wood Gundy had substantial discussions with BCT management and the Independent Committee 
regarding the strategic aspects of the Arrangement, including a review of the alternative strategic initiatives 
which BCT reasonably could pursue. BCT management believes that the strategic benefits of the Arrangement 
to BCT are significant. 


Wood Gundy reviewed MergeCo’s ability to pay dividends to its shareholders, relative to BCT’s current 
ability to pay dividends, measured in terms of the ratio of dividends to earnings per share. Based on this analysis, 
Wood Gundy is of the view that MergeCo will have no materially greater difficulty in paying dividends at least 
equal to the current dividends paid per BCT share. ; 


Wood Gundy observed that one result of the Arrangement would be a dispersion of control by GTE, as 
GTE would not hold a majority of the shares of MergeCo, in contrast to its current majority ownership of the 
BCT Shares outstanding. The effect of this dispersion of control would be a potentially higher likelihood of a 
change of control transaction involving MergeCo which could provide the Public Shareholders with a share of 
any control premium. 


Based on and subject to the foregoing, our analysis of certain other factors pertaining to the Arrangement 
supported the conclusion in the Arrangement Opinion. 

Conclusion in the Arrangement Opinion 

Based on and subject to the foregoing and such other factors as we considered relevant, Wood Gundy is of 
the opinion that, as at the date hereof, the Share Exchange Ratios, and resulting Pro Forma BCT Ownership 
Percentage, are fair from a financial point of view to BCT Shareholders, including the Public Shareholders. 


Yours very truly, 
CIBC WOOD GUNDY SECURITIES INC. 


CIBC Wool Fuels Gourittor Lae. 
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December 8, 1998 


The Board of Directors 
TELUS Corporation 

10020 - 100th Street N.W. 
Edmonton, Alberta T5J ON5 


To the Board: 


RBC Dominion Securities Inc. (“RBC DS”) understands that TELUS Corporation (“TELUS” or the 
“Company”) and B.C. TELECOM Inc. (“BC TEL’) have entered into an agreement (the “Amended and 
Restated Arrangement Agreement”) dated as of October 27, 1998 to complete a merger of equals (the 
“Transaction”) by way of plan of arrangement. As a result of the Transaction, to the extent of 75% of the 
holdings, the holders of TELUS common shares (“Common Shares”’) will receive 0.7773 of a common share of 
BCT.TELUS Communications Inc. for each Common Share and to the extent of 25% of the holdings, the 
holders of Common Shares will receive 0.7773 of a non-voting common share of BCT.TELUS 
Communications Inc. for each Common Share. Shareholders of BC TEL will receive to the extent of 75% of the 
holdings one common share of BCT. TELUS Communications Inc. for each BC TEL common share and to the 
extent of 25% of the holdings, the holders of BC TEL common shares will receive one non-voting common share 
of BCT.TELUS Communications Inc. for each BC TEL common share. The terms of the Transaction will be 
more fully described in a proxy circular (the “Circular”), which will be mailed to shareholders of the Company in 
connection with the Transaction. 


The Company has retained RBC DS to provide advice and assistance to the Company in evaluating the 
Transaction, including the preparation and delivery to the board of directors (the “Board”) of the Company of 
RBC DS’ opinion as to the fairness of the Transaction from a financial point of view to the holders of Common 
Shares (the “Fairness Opinion”). RBC DS has not prepared a valuation of the Company or BC TEL or any of 
their respective securities or assets and the Fairness Opinion should not be construed as such. 


Engagement 


The Company engaged RBC DS as of September 1, 1997, to advise the Company on strategic alternatives, 
including the Transaction. Through an agreement between the Company and RBC DS (the “Engagement 
Agreement’’) dated as of June 1, 1998, the Company retained RBC DS to advise on a possible merger of equals 
with BC TEL. RBC DS consents to the inclusion of the Fairness Opinion in its entirety and a summary thereof 
in the Circular and to the filing thereof, as necessary, by the Company with the securities commissions or similar 
regulatory authorities in each province of Canada. 
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Relationship With Interested Parties 


Neither RBC DS, nor any of its affiliates is an insider, associate or affiliate (as those terms are defined in 
the Securities Act (Ontario) (the “Act”)) of the Company, BC TEL or any of their respective associates or 
affiliates. RBC DS has not been engaged to provide any financial advisory services for the Company, BC TEL or 
any of their respective associates or affiliates, within the past two years, other than the services provided under 
the Engagement Agreement and as disclosed herein. RBC DS was engaged jointly by BC TEL and ISM 
Information Systems Management (B.C.) Corporation in August, 1998 to provide financial advisory services in 
connection with a possible outsourcing transaction. Other than the Engagement Agreement there are no 
understandings, agreements or commitments between RBC DS and the Company, BC TEL or any of their 
respective associates or affiliates with respect to any future business dealings. RBC DS may, in the future, in the 
ordinary course of its business, perform financial advisory or investment banking services for the Company, 
BC TEL or any of their respective associates or affiliates. The Royal Bank of Canada, controlling shareholder of 
RBC DS, provides banking services to the Company and BC TEL in the normal course of business. 


RBC DS acts as a trader and dealer, both as principal and agent, in major financial markets and, as such, 
may have had and may in the future have positions in the securities of the Company, BC TEL or any of their 
respective associates or affiliates and, from time to time, may have executed or may execute transactions on 
behalf of such companies or clients for which it received or may receive compensation. As an investment dealer, 
RBC DS conducts research on securities and may, in the ordinary course of its business, provide research 
reports and investment advice to its clients on investment matters, including with respect to the Company, 
BC TEL or the Transaction. 


Credentials of RBC Dominion Securities 


RBC DS is one of Canada’s largest investment banking firms, with operations in all facets of corporate and 
government finance, mergers and acquisitions, equity and fixed income sales and trading and investment 
research. The Fairness Opinion expressed herein represents the opinion of RBC DS and the form and content 
herein have been approved for release by a committee of its directors, each of whom is experienced in merger, 
acquisition, divestiture and fairness opinion matters. 

Scope of Review 


In connection with our Fairness Opinion, we have reviewed and relied upon or carried out, among other 
things, the following: 


1. draft of the Circular in substantially final form; 


2. the Amended and Restated Arrangement Agreement including the plan of arrangement and Heads of 
Agreement, Voting Agreement and Long Term Relationship Agreement scheduled thereto dated 
October 27, 1998; 


3. audited financial statements of the Company and BC TEL for each of the three years ended 
December 31, 1997; 


4. the unaudited interim reports of the Company and BC TEL for the nine months ended 
September 30, 1998; 


5. annual reports of the Company and BC TEL for each of the two years ended December 31, 1997; 


6. the Notice of Annual Meeting of Shareholders and Management Information Circulars of the 
Company and BC TEL for each of the two years ended December 31, 1997; 


7. annual information forms of the Company and BC TEL for each of the two years ended 
December 31, 1997; 


8. historical segmented financial statements of the Company and BC TEL by business unit for the 
three years ended December 31, 1997; 
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9. internal management budgets of the Company and BC TEL on a consolidated basis and segmented by 
business unit for the year ending December 31, 1998; 


10. unaudited projected financial statements for the Company and BC TEL on a consolidated basis (and 
segmented by business unit for the Company) prepared by management of the Company and BC TEL, 
respectively for the years ending December 31, 1998 through December 31, 2000; 


11. discussions with senior management of the Company and BC TEL; 
12. discussions with the Company’s and BC TEUs auditors and legal counsel; 


13. public information relating to the business, operations, financial performance and stock trading history 
of the Company, BC TEL and other selected public companies considered by us to be relevant; 


14. public information with respect to other transactions of a comparable nature considered by us to 
be relevant; 


15. public information regarding the telecommunications industry; 
16. discussions with the financial advisors to BC TEL; 


17. representations contained in certificates addressed to us, dated as of the date hereof, from senior 
officers of the Company and BC TEL as to the completeness and accuracy of the information upon 
which the Fairness Opinion is based; and 


18. such other corporate, industry and financial market information, investigations and analyses as 
RBC DS considered necessary or appropriate in the circumstances. 


RBC DS has not, to the best of its knowledge, been denied access by the Company and BC TEL to any 
information requested by RBC DS. 


Assumptions and Limitations 


With the Board’s approval and as provided for in the Engagement Agreement, RBC DS has relied upon the 
completeness, accuracy and fair presentation of all of the financial and other information, data, advice, opinions 
or representations obtained by it from public sources, senior management of the Company and BC TEL and 
their consultants and advisors (collectively, the “Information’’). The Fairness Opinion is conditional upon such 
completeness, accuracy and fair presentation of such Information. Subject to the exercise of professional 
judgment and except as expressly described herein, we have not attempted to verify independently the 
completeness, accuracy or fair presentation of any of the Information. 


Senior officers of the Company have represented to RBC DS in a certificate delivered as of the date hereof, 
among other things, that (i) the Information (as defined above) provided orally by, or in the presence of, an 
officer of the Company or in writing by the Company or any of its subsidiaries or their respective agents to 
RBC DS relating to the Company or any of its subsidiaries or to the Transaction, for the purpose of preparing 
the Fairness Opinion was, at the date the Information was provided to RBC DS, and is, except as has been 
disclosed to RBC DS, complete, true and correct in all material respects, and did not, except as has been 
disclosed to RBC DS, and does not, contain any untrue statement of a material fact in respect of the Company, 
its subsidiaries or the Transaction, and did not, except as has been disclosed to RBC DS, and does not, omit to 
state a material fact in respect of the Company, its subsidiaries or the Transaction necessary to make the 
Information not misleading in light of the circumstances under which the Information was made or provided; 
and that (ii) since the dates on which the Information was provided to RBC DS, except as disclosed to RBC DS, 
or as publicly disclosed by the Company, there has been no material change, financial or otherwise, in the 
financial condition, assets, liabilities (contingent or otherwise), business, operations or prospects of the 
Company or any of its subsidiaries and no material change has occurred in the Information or any part thereof 
which would have, or which would reasonably be expected to have, a material effect on the Fairness Opinion. 
Senior officers of BC TEL have made the same representations to RBC DS in a separate certificate delivered as 
of the date hereof. 
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In preparing the Fairness Opinion, RBC DS has made several assumptions, including that all of the 
conditions required to implement the Transaction will be met. 


The Fairness Opinion is rendered on the basis of securities markets, economic, financial and general 
business conditions prevailing as at the date hereof and the condition and prospects, financial and otherwise, of 
the Company, BC TEL and their respective subsidiaries and affiliates, as they were reflected in the Information 
and as they have been represented to RBC DS in discussions with management of the Company and BC TEL. In 
its analyses and in preparing the Fairness Opinion, RBC DS made numerous assumptions with respect to 
industry performance, general business and economic conditions and other matters, many of which are beyond 
the control of RBC DS or any party involved in the Transaction. 


The Fairness Opinion has been provided for the use of the Board and may not be used by any other person 
or relied upon by any other person other than the Board without the express prior written consent of RBC DS. 
The Fairness Opinion is given as of the date hereof and RBC DS disclaims any undertaking or obligation to 
advise any person of any change in any fact or matter affecting the Fairness Opinion which may come or be 
brought to RBC DS’ attention after the date hereof. Without limiting the foregoing, in the event that there is 
any material change in any fact or matter affecting the Fairness Opinion after the date hereof, RBC DS reserves 
the right to change, modify or withdraw the Fairness Opinion. 


RBC DS believes that its analyses must be considered as a whole and that selecting portions of the analyses 
or the factors considered by it, without considering all factors and analyses together, could create a misleading 
view of the process underlying the Fairness Opinion. The preparation of a fairness opinion is a complex process 
and is not necessarily susceptible to partial analysis or summary description. Any attempt to do so could lead to 
undue emphasis on any particular factor or analysis. The Fairness Opinion is not to be construed as a 
recommendation to any securityholder of the Company as to whether to vote in favour of the Transaction. 


Fairness Analysis 
Approach to Fairness 


In considering the fairness of the Transaction from a financial point of view to the holders of Common 
Shares, RBC DS compared the consideration to be received by holders of Common Shares (being voting and 
non-voting common shares of BCT. TELUS Communications Inc.) to the market trading value of the Common 
Shares. We have also considered the recent market trading of the Common Shares and the common shares of 
BC TEL. RBC DS also compared the relative contribution of revenues, earnings, cash flow, EBITDA, EBIT and 
assets by the Company and BC TEL to the relative ownership of BCT.TELUS Communications Inc. to be 
received by the holders of Common Shares. RBC DS did not believe it would be appropriate and hence did not 
complete an en bloc value analysis of the Company given that the Transaction is a merger of equals and holders 
of Common Shares will receive voting and non-voting common shares of BCT. TELUS Communications Inc., 
with the opportunity to participate in any en bloc transactions involving BCT. TELUS Communications Inc. in 
the future. 


Fairness Conclusion 

Based upon and subject to the foregoing, RBC DS is of the opinion that, as of the date hereof, the 
Transaction is fair from a financial point of view to the holders of Common Shares. 
Yours very truly, 


RBC Drawirim Genritie Lee 


RBC DOMINION SECURITIES INC. 
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SALOMON SMITH BARNEY 


AMember of TravelersGroupl 


December 8, 1998 


Board of Directors 

TELUS Corporation 

10020 - 100 Street N.W. 
Edmonton, Alberta T5J ONS 
Canada 


Members of the Board: 


You have requested our opinion as to the fairness, from a financial point of view, to the holders of the 
common shares (“TELUS Common Shares’) of TELUS Corporation (“TELUS”), of the consideration to be 
received by such holders in connection with the proposed arrangement (the “Arrangement’’) under the Canada 
Business Corporations Act and the Business Corporations Act (Alberta) concerning BC TELECOM Inc. 
(“BC TELECOM”), TELUS, BCT.TELUS Communications Inc. (“MergeCo’”), 3481646 Canada Inc., the 
holders of the common shares (“BC TELECOM Common Shares”) of BC TELECOM and the holders of 
TELUS Common Shares, pursuant to an Amended and Restated Arrangement Agreement, dated as of 
October 27, 1998 (the “Arrangement Agreement’), between BC TELECOM, TELUS and MergeCo. Upon the 
effectiveness of the Arrangement, 75% of the issued and outstanding TELUS Common Shares held by each 
holder thereof will be assigned in consideration for 0.7773 (the “Exchange Ratio”) common shares (“MergeCo 
Common Shares”) of MergeCo, and 25% of the issued and outstanding TELUS Common Shares held by each 
holder thereof will be assigned in consideration for a number of non-voting shares (“MergeCo Non-Voting 
Shares”) of MergeCo equal to the Exchange Ratio, in each case other than shares the subject of dissenters’ 
rights. In addition, upon the effectiveness of the Arrangement, 75% of the issued and outstanding 
BC TELECOM Common Shares held by each holder thereof will be assigned in consideration for one MergeCo 
Common Share, and 25% of the issued and outstanding BC TELECOM Common Shares held by each holder 
thereof will be assigned in consideration for one MergeCo Non-Voting Share, in each case other than shares the 
subject of dissenters’ rights. 


In connection with rendering our opinion, we have reviewed certain publicly available information 
concerning TELUS and BC TELECOM and certain other financial information concerning TELUS and 
BC TELECOM, including financial forecasts, that were provided to us by TELUS and BC TELECOM, 
respectively. We have discussed the past and current business operations, financial condition and prospects of 
TELUS and BC TELECOM with certain officers and employees of TELUS and BC TELECOM, respectively. 
We have also considered such other information, financial studies, analyses, investigations and financial, 
economic and market criteria that we deemed relevant. 


In our review and analysis and in arriving at our opinion, we have assumed and relied upon the accuracy 
and completeness of the information reviewed by us for the purpose of this opinion and we have not assumed 
any responsibility for independent verification of such information. With respect to the financial forecasts of 
TELUS and BC TELECOM, we have been advised by the respective managements of TELUS and 
BC TELECOM that such forecasts have been reasonably prepared on bases reflecting their best currently 
available estimates and judgments, and we express no opinion with respect to such forecasts or the assumptions 
on which they are based. We have assumed that the operational benefits anticipated by the managements of 
TELUS and BC TELECOM to be achieved will be realized. We have not assumed any responsibility for any 
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independent evaluation or appraisal of any of the assets (including properties and facilities) or liabilities of 
TELUS or BC TELECOM. We understand that the Arrangement will be accounted for as a pooling-of-interest 
in accordance with Canadian generally accepted accounting principles. 


Our opinion is necessarily based upon conditions as they exist and can be evaluated on the date hereof. Our 
opinion as expressed below does not imply any conclusion as to the likely trading range for MergeCo Common 
Shares following the consummation of the Arrangement, which may vary depending upon, among other factors, 
changes in interest rates, dividend rates, market conditions, general economic conditions and other factors that 
generally influence the price of securities. Our opinion does not address the TELUS underlying business 
decision to effect the Arrangement, and we express no view on the effect on TELUS of the Arrangement and 
related transactions. Our opinion is directed only to the fairness, from a financial point of view, of the Exchange 
Ratio to holders of TELUS Common Shares and does not constitute a recommendation concerning how holders 
of TELUS securities should vote with respect to the Arrangement Agreement or the Arrangement. 


We have acted as financial advisor to the Board of Directors of TELUS in connection with the 
Arrangement and will receive a fee for our services, a significant portion of which is contingent upon 
consummation of the Arrangement. In the ordinary course of business, we and our affiliates may hold or actively 
trade the securities of TELUS and BC TELECOM for our own account and for the accounts of customers and, 
accordingly, may at any time hold a long or short position in such securities. In addition, we and our affiliates 
have previously rendered certain investment banking and financial advisory services to TELUS for which we 
have received customary compensation. We and our affiliates (including Citigroup Inc.) may have other business 
relationships with TELUS or BC TELECOM in the ordinary course of their businesses. 


Based upon and subject to the foregoing, it is our opinion that, as of the date hereof, the Exchange Ratio is 
fair to the holders of TELUS Common Shares from a financial point of view. 


Very truly yours, 


TG ol oy fae 


SALOMON SMITH BARNEY INC. 
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THE CORPORATION 


BC TELECOM Inc. was incorporated on November 14, 1984, under the Canada Business Corporations Act 
(the “CBCA’). Effective May 1, 1993 Articles of Amendment were filed with the Director under the CBCA 
whereby BC TELECOM became the holding company of BC TEL and its subsidiaries, and all holders of 
ordinary shares of BC TEL became holders of common shares of BC TELECOM (the “Reorganization”. 


BC TELECOM’s head and principal office is located at 3777 Kingsway, Burnaby, British Columbia, 
V5H 3Z7. The term “BC TELECOM” or the “Corporation” shall be used interchangeably and unless the 
context otherwise indicates, the latter term includes its direct and indirect subsidiaries. The term 
“BC TELECOM group” means BC TELECOM and all of its subsidiaries. 


The corporate structure and jurisdiction of incorporation of the principal subsidiaries within the 
BC TELECOM group are as follows: 


BC TELECOM Inc. 
(Canada) 


BC TEL. BC TEL Mobility Cellular Inc. 
(Canada) (British Columbia) 
100% 00% 


d 
To 
SRI Strategic Resources Inc. 

(British Columbia) 

100% 
BC TEL Properties Inc 

(British Columbia) 

66.7% 
B.C. Mobile Ltd. 

(British Columbia) 

100% 


Microtel International Inc. 
(Canada) 
100% 


1 
- - ISM Information Systems Management 
Canadian Telephone Supplies Ltd. BC TEL Systems Support Inc. (B.C.) 
(British Columbia) (British Columbia) (British Columbia) 75% 
100% 100% 
Telecom Leasing Canada (TLC) Ltd 
(Canada) 

100% 
‘0 
7% 
‘0 


(1) 33.3% of the shares of BC TEL Properties Inc. are held by BC TEL Mobility Cellular Inc. 


BUSINESS OF BC TELECOM 


BC TELECOM is one of the largest telecommunications corporations in Canada, offering a comprehensive 
portfolio of communications services through its subsidiaries, including BC TEL, BC TEL Mobility Cellular Inc, 
BC TEL Systems Support Inc., ISM Information Systems Management (B.C.) Corporation and others. 


BC TEL, its principal subsidiary, owns and operates Canada’s second largest telephone operating system, 
servicing areas in that approximately 99% of the Province of British Columbia’s population of approximately 
3.9 million reside. Its network includes the British Columbia portion of a Canadian route for voice, data and 
image communications services including the British Columbia portion of the coast-to-coast microwave 
networks and the transcontinental high-density fibre optic transmission system used by the members of Stentor 
Canadian Network Management. 


As the holding company of the BC TELECOM group, BC TELECOM through its Strategic Business 
Development Division provides direction to the BC TELECOM group with respect to the development of 
corporate growth strategies, including mergers and acquisitions. In addition, BC TELECOM provides direction 
to its subsidiaries with respect to financing matters. BC TELECOM’s operating structure consists of 
three divisions: Marketing, Sales & Customer Service and Operations. These divisions are supported by other 
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major groups including Law and Regulatory Affairs, Corporate Services, Human Resources and Corporate 
Communications. 


Marketing 


The Marketing Division is responsible for the marketing of all the telecommunications services offered by 
BC TELECOM including local and long distance voice services for both consumer and business markets, 
prepaid cards, data network services, customer premises telecommunications equipment and lease financing, 
and cellular and paging services. This division is also responsible for the following: 


BC TEL Interactive develops and markets a range of interactive and multimedia products and services. 
Current services include a consumer Internet service (Sympatico); the official B.C. accommodation 
reservation service (Super Natural British Columbia Reservation Service, B.C.’s first campground 
reservation service (Discover Camping); interactive voice response services; electronic commerce 
services; web hosting services; interactive financial services (through Rapport Interactive); and new 
Yellow Pages services that incorporate technologies such as interactive voice response and the 
internet access. 


BC TEL Advanced Communications provides a full range of data communications services throughout 
B.C., North America and world-wide. Services range from regulated data connection services, such as 
private line and the Integrated Services Digital Network (ISDN) e.g. Microlink* and Megalink*, to 
high-speed emerging services, including frame relay based (Hyperstream*) and Asynchronous Transfer 
Mode (ATM) based inter-LAN connection services. It also provides Asynchronous Digital Subscriber 
Loop (ADSL) based consumer internet services (Multimedia Gateway*). BC TEL Advanced 
Communications is a leader in the provision of retail and wholesale internet services for the province’s 
business community. 


BC TEL Communications Systems provides business and residential customers with customer-premise 
equipment and applications such as PBX and key systems, Centrex services and telephone systems, 
consumer telephone equipment and telecommunications management services. It also provides 
customers with new and emerging applications such as call centres, computer telephone integration 
(CTI), voicemail with fax integration, and interactive voice response. 


Telecom Leasing Canada (TLC) Limited offers an array of financial services to business customers, 
including financing for customer owned telecommunications equipment, vehicle fleet leasing, capital 
equipment financing and financial consulting. 


Sales & Customer Service 


The Sales & Customer Service Division provides an integrated point-of-contact for BC TELECOM’s 
customers and consists of various groups including: 


BC TEL Call Centre is the sales channel to residential customers with representatives focussing on 
building and maintaining customer loyalty, winning customers back from competitors and selling the 
company’s products and services. 


BC TEL Corporate Sales provides sales channels to large business and government accounts, and small 
office/home office and residential customers. A sales support organization includes the presentation 
centre, consultant liaison, customer proposal and preparation and administration. 


Credit Services & Billing is responsible for credit policy and the management of collections functions. 


Customer Service is the prime point of telephone contact for BC TEL’s residential and its small and 
medium business customers who want to place orders for products and services, change existing service, 
and make general inquiries. 


ISM Information Systems Management (B.C.) Corporation provides BC TELECOM and other customers 
with computer systems operations services. 
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¢ Retail Sales-PhoneMarts provides small office/home office and residential customers with a face-to-face 
contact for a range of communications solutions at 30 PhoneMart stores located throughout the province. 


¢ Service Assurance provides 24-hour trouble reporting/resolution for residential and business customers. 


Operations 


The Operations Division ensures that the telecommunications infrastructure enables BC TELECOM to 
meet its customers’ communications needs. The network infrastructure includes central office switching 
equipment located in nearly every major community throughout British Columbia, inter-connected by 
transmission equipment working on copper, fibre optic cable and microwave radio systems. Using this network 
infrastructure, telecommunications services are provided throughout the province and, through interconnecting 
arrangements, its system is linked with the world’s major telephone systems. 


The Operations Division includes the following groups: 


* BC TEL Field Services provides installation and repair services helping customers throughout the 
province stay connected to the network. 


* Carrier Services Group provides sales and service to Canadian long-distance carriers and resellers, 
independent telephone companies, personal communications service suppliers, rebillers, competitive 
access providers, and to U.S. and other foreign carriers. 


¢ Network Provisioning designs and builds telecommunications facilities throughout the province. 


* Network Operations operates and maintains the local central offices, toll switches, the analogue and digital 
multiplexers and radio systems, as well as the access network throughout the province. It provides 
network surveillance, network support and administration, technical support, specialized maintenance 
engineering, broadcast engineering, and network services implementation and testing. 


¢ Network Planning and Standards is responsible for planning and supporting BC TEL’s network 
infrastructure, including access, switching, transport and support systems as well as providing standards 
for network configuration and maintenance. 


¢ BC TEL Mobility Cellular Inc. provides a full spectrum of wireless products and services including the 
most extensive cellular coverage and the largest digital personal communications services (PCS) footprint 
and together with BC Mobile Ltd., the largest paging network in the province. It is affiliated nationally 
with Mobility Canada and internationally with Mobilcomm. 


* Canadian Telephones & Supplies Ltd. (CT&S) provides network switching installation. 


* BC TEL Supply acquires, warehouses and delivers products and other related services for 
BC TELECOM, manages building maintenance and real estate acquisition and disposal, and manages 
the vehicle fleet. 


¢ BC TEL Systems Support Inc. (SSI), is responsible for the maintenance of customer-owned systems and 
equipment. It provides after-sales service for voice, data and electrical systems; test equipment calibration 
and repair; and sales and service for a range of uninterruptible power supply solutions. 


Strategic Alliances 
Stentor Alliances 


BC TEL is a member of three alliances of Canada’s major telephone companies: Stentor Canadian Network 
Management (formerly Telecom Canada), Stentor Telecom Policy Inc. and Stentor Resource Centre Inc. 


Stentor Canadian Network Management (“Stentor”), a working association of nine major Canadian 
telephone companies and Telesat Canada, manages and monitors Canada’s interprovincial telecommunications 
networks and its North American and overseas interconnections through its member companies and with its two 
associated regional telephone operating companies. Integrated planning with other telephone companies in 
Canada and the United States, and with Teleglobe, enables BC TEL to provide its customers with 


telecommunications services throughout Canada, the United States and other parts of the world. This network 
provides a full range of coast-to-coast telecommunications services with a wide variety of transmission facilities 
including coast-to-coast fibre optic cable, microwave radio relay systems and satellite channels. 


In 1996, a new revenue settlement arrangement for long distance services, the Stentor Settlement 
Arrangement (the “Settlement Agreement’’), was negotiated by the members of Stentor to replace the existing 
arrangement for sharing of domestic long distance revenues. The term of the Settlement Agreement is three 
years commencing January 1, 1997. Under the Settlement Agreement, as with the previous plan, competitive toll 
services and competitive network services are settled separately. The Settlement Agreement provides for a new 
settlement process for the competitive toll category, while revenues for competitive network services continued 
to be settled in accordance with the previous plan until a new arrangement was implemented on January 1, 1998. 
The Settlement Agreement is designed to emphasize the reduction of costs and the generation of profitable 
revenues. As a result of the terms of the Settlement Agreement, revenues of BC TEL are anticipated to increase 
over a period of time. . 


The members of Stentor are party to agreements with American Telephone and Telegraph Company 
(“AT&T”), MCI International Inc., Sprint Communications Company, Teleglobe and others that provide for the 
sharing of revenues from interconnecting telecommunication services. BC TEL’s share. of revenues flowing from 
such agreements is determined by the Settlement Plan. 


Stentor Telecom Policy Inc. acts as a government relations advisory and advocacy arm for its shareholder 
companies, that consist of the major Canadian telephone companies and their cellular affiliates. 


Stentor Resource Centre Inc. (“SRCI’), that commenced operations on January 1, 1993 at centres located 
across Canada, consolidates some of its members’ research and development and marketing activities. A new 
management model for SRCI became effective January 1, 1997 in order to facilitate and simplify the process of 
making decisions for the alliance. Under this model, BC TEL, Telus Limited and Bell Canada have taken the 
leadership role in making decisions on lines of business strategy, with representatives from these three 
companies comprising the restructured SRCI board and the three companies holding all of the voting shares. All 
other telecommunications companies within SRCI remain non-voting shareholders, involved in the 
implementation of SRCI products. SRCI recovers its operating costs principally from its voting shareholders, 
with some costs attributable to its non-voting shareholders. 


In 1992, the members of Stentor and MCI Communications Corporation (“MCI”) formed a strategic 
alliance for the purpose of developing and delivering a unique portfolio of seamless, advanced intelligent 
network services more rapidly to customers in Canada and the United States. Under the terms of the agreement, 
the members of Stentor have gained access to MCI’s intelligent network platform. This platform permits 
advanced network services that include virtual private network services. This type of system allows multi-location 
corporate customers to have a private network operating over the public switched network and enhances 
BC TEL’s ability to compete in the long distance market. Under the terms of a revised agreement signed in 
1995, the members of Stentor have access to MCI’s Interexchange services platforms and have become the 
exclusive distributor of CONCERT’’s global communications products and services in Canada. Access to these 
products and services enhances the ability of BC TEL to compete in the long distance market. 


MediaLinx Interactive Inc. is funded by a number of Stentor alliance partners, including SSI. Its mandate is 
to develop interactive multimedia services to meet the growing information needs of Canadians. These services 
will be developed through partnerships in a wide range of areas and delivered through a variety of media, 
beginning with the Internet. Sympatico®, a user-friendly dial-up consumer Internet service, was available from 
coast-to-coast by the end of 1996. 


In May, 1998, BC TELECOM sold to BCE Inc. the 12% ownership interest in Alouette 
Telecommunications Inc. (“Alouette”) held by CT&S. Alouette was formed by CT&S, other Canadian 
telecommunications carriers and Spar Aerospace Limited. Alouette owns all of the issued and outstanding 
shares of Telesat Canada (“Telesat”), that operates a domestic satellite communication system. This sale does 
not alter any ongoing contractual relationships between BC TEL and Telesat relating to the use of Telesat’s 
satellite communications system. 


BC TEL, through CT&S, holds approximately 3% of the shares of Vistar Telecommunications Inc., a 
company formed by. CT&S, other Canadian telecommunications carriers and related companies, and Spar 
Aerospace Limited, to develop and market wireless satellite and terrestrial software and hardware products 
and systems. 


Agreement between Stentor and Teleglobe 


On February 5, 1998, BC TEL and the other Stentor telephone companies announced that they had 
reached agreement in principle with Teleglobe Canada Inc. (“Teleglobe”) on the principal terms of new 
arrangements for the interconnection of their respective networks for the supply of telecommunications services. 
These new arrangements will be addressed in new or revised agreements, which are as follows: 


The existing interconnection agreement, dated December 1, 1993, between Stentor and Teleglobe for the 
supply of international services will be superseded by a new interconnection agreement which is based on 
competitive pricing conditions. Provided such conditions are met, this new agreement will govern the delivery of 
declining proportions of Stentor’s international traffic over Teleglobe’s switched network for the years 1998 
through 2000. Stentor and Teleglobe have also renegotiated the terms of Stentor’s agreement to supply fibre ring 
facilities to Teleglobe, which covers a seven-year term ending in 2005. 


Thirdly, the companies have agreed to the terms of a new agreement, ending in 2002, for the marketing of 
Canada Direct™ service (Canada Direct is a trade-mark of Teleglobe Canada Inc.). 


These new arrangements, which are subject to regulatory approval, were scheduled to be implemented by 
March 31, 1998. As negotiations have not been completed, implementation will take place at a later date. This 
new regime will establish a market-oriented relationship for the supply of services in the international 
telecommunications market, which is to become competitive with the removal of Teleglobe’s monopoly status as 
of October 1, 1998. 


Mobility Personacom Canada Ltd. (“Mobility Canada’’) 


BC TEL Mobility Cellular together with 11 wireless affiliates of Canadian telephone companies are 
shareholders of Mobility Canada. The shareholders forming Mobility Canada represent approximately 55% of 
the total Canadian cellular market. Mobility Canada’s objectives are to accelerate the introduction of new 
products and nationally branded services and to facilitate joint research and business planning. The Department 
of Communications awarded licenses for digital personal communications systems to Mobility Canada, and to 
three other companies. 


Pacific Place Communications Ltd. 


SSI has a strategic alliance with Concord Pacific Developments Ltd. to market advanced fibre optic 
communication, security, environmental control and entertainment services to residents and businesses at 
Concord Pacific Place. The development, located on the former Expo ’86 site, is North America’s first fully 
functional fibre optic community. When fully completed, Concord Pacific Place will feature 50 acres of parks, 
community centre, schools and more than 8,500 residences. 


RESEARCH AND DEVELOPMENT 
In 1996 and 1997, expenses for research and development of the BC TELECOM group before deduction of 
tax incentives amounted to $9.0 million and $1.2 million, substantially all of which was incurred through SRCI. 


EMPLOYEE RELATIONS 


As at this date) BC TELECOM had no employees and therefore contracts with BC TEL and other 
subsidiaries for its services. As of December 31, 1997, the BC TELECOM group employed 12,246 regular full 
time employees. Of these, 9,102 were represented by the Telecommunications Workers Union (“TWU”). The 
collective agreement between BC TEL and certain affiliates and the TWU expires on December 31, 1998. 
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PROPERTY 
Property of BC TEL 


The principal property of BC TEL consists of land, buildings, plant and equipment (central office 
equipment; cable, lightguide, and radio transmission equipment; business and residential communication 
equipment; outside plant aerial and underground structures, cables and lightguide systems; vehicles; computer 
equipment; office furniture and miscellaneous equipment) that are widely distributed throughout 
British Columbia. 


Most of the major buildings used in telecommunications operations are constructed on freehold land owned 
by BC TEL. A small number of buildings are constructed on leasehold land and the majority of the relay stations 
for BC TEL’s public service radiotelephone network located in remote areas of British Columbia are situated on 
Crown lands held under licences from the Province of British Columbia for varying terms. The telephone lines 
are constructed over or under streets or highways pursuant to statutory powers, on rights-of-way granted by the 
owners of privately owned land or by the Crown, or on freehold land owned by BC TEL. The real and personal 
property of BC TEL is subject to a fixed and specific first mortgage, pledge and charge and a floating charge 
contained in a Deed of Trust and Mortgage dated as of March 1, 1946 between BC TEL and Montreal Trust 
Company, as trustee, securing the First Mortgage Bonds. 


BC TEL monitors its operations to ensure their compliance with applicable environmental requirements 
and standards and implements preventive and remedial action as required. BC TEL’s business of 
telecommunications services does not generate significant waste products that would be considered hazardous. 
For these reasons remedial action has not been significant to the ongoing operations and expenditures of 
BC TEL. 


Other Property 


BC TEL Properties Inc. owns real property that is leased to certain other subsidiaries of BC TELECOM for 
head office purposes. The switching equipment for BC TEL Mobility Cellular’s network is located on lands 
leased by BC TEL Mobility Cellular from BC TEL or third parties; The operations of other subsidiaries are 
located in leased premises. 


REGULATION 
Telecommunications Act 


On October 25, 1993, the federal government proclaimed in force the Telecommunications Act (the “Act’). 
The Act provides that Canadian telecommunications carriers, as defined therein, including Crown corporations, 
are under the regulatory jurisdiction of the CRTC. Resellers of telecommunications services, however, are not 
subject to CRTC regulation. 


The Act contains a statement of the federal government’s telecommunications policy objectives as well as 
provisions that give the federal government the power to issue directions to the CRTC on broad policy matters. 
In addition, it provides the CRTC with the power to forbear or refrain from regulating in circumstances where 
there is sufficient competition to ensure that rates are just and reasonable and to prevent unduly discriminatory 
practices; the authority to protect customers against possible telecommunications abuse (such as offensive 
telephone and fax solicitations); and the power to determine the method of regulation to be imposed. 


The Act also gives legislative effect to the federal government’s policy, announced July 22, 1987, that 
facilities-based telecommunications common carriers must generally, be 80% owned and controlled by 
Canadians in order to be eligible to operate in Canada. It was recognized that certain carriers such as BC TEL 
that do not meet this requirement, but have operated legally in Canada for many years before announcement of 
the policy, would be grandfathered. The Act provides basic rules regarding Canadian ownership and control and 
contemplates regulations to establish the details. 


The Act allows BC TEL, as well as any other members of the BC TELECOM group that operate as 
telecommunications common carriers, such as BC TEL Mobility Cellular, to maintain their grandfathered status 
under the Act, provided they meet certain prescribed criteria regarding their operating territory and their 
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ownership and control. With respect to operating territory, they will be limited to operating within the Province 
of British Columbia or within such greater territory as the federal minister responsible for telecommunications 
may specify. 

On October 25, 1994, the Canadian Telecommunications Common Carrier Ownership and Control 
Regulations (the “Regulations’”) were adopted under section 22 of the Act. The Regulations define “Canadian” 
as including a corporation (“qualified corporation”) where Canadians own not less than 66%43% of the voting 
shares and that is not otherwise controlled by non-Canadians. The Regulations contain rules recognizing the 
grandfathered status of BC TELECOM and its Canadian carrier subsidiaries so long as they continue to meet 
the relevant criteria for ownership and control prescribed by the Regulations. The effect of the Regulations for 
BC TELECOM is that, so far as its Canadian carrier subsidiaries, such as BC TEL and BC TEL Mobility 
Cellular are concerned, BC TELECOM will continue to be grandfathered, so long as the percentage of the 
common shares of BC TELECOM owned by Canadians has not decreased, for a period of more than one year, 
by more than 5% from the percentage owned by Canadians at June 22, 1987, and so long as at least 80% of its 
directors are Canadians. The Regulations provide certain powers to a corporation, such as BC TELECOM, to 
monitor and control the level of foreign ownership of its voting shares to maintain its status. The Regulations 
give BC TELECOM the power to elicit information from its holders of voting shares, as to their identity and 
whether they are Canadian. In addition, BC TELECOM has the power under the Regulations to refuse to 
register a transfer of its voting shares to a non-Canadian, to force a non-Canadian to sell its voting shares and to 
suspend the voting rights attached to that person’s shares, if that person’s holdings would jeopardize 
BC TELECOM’s grandfathered status. These powers include the ability of BC TELECOM to sell any 
non-Canadian’s voting shares on that person’s behalf or to redeem such shares. To the best of BC TELECOM’s 
knowledge, the level of non-Canadian ownership of BC , TELECOM’s common shares was 50.4% as at 1987 and 
approximately 52.4% as at December 31, 1997. BC TELECOM monitors the level of non-Canadian ownership 
of its common shares and annually informs the CRTC with respect thereto. 


Regulatory Framework 


In Decision 94-19 (September 16, 1994), the CRTC set out a new regulatory framework for BC TEL and 
other telephone companies, calling for a transition from traditional earnings rate-of-return regulation to a split 
rate base regime (beginning 1995) and eventually to price caps (beginning 1998). 


In accordance with Decision 94-19, BC TEL’s business has, since January 1, 1995, been split for regulatory 
purposes into two segments: Utility and Competitive. The Utility business segment consists principally of basic 
local exchange services and various access services. Under the split rate base regime established by 
Decision 95-21 (October 31, 1995), Utility segment services were subject not only to detailed price regulation but 
also to earnings regulation (an ROE range of 10.25% to 12.25% with a targeted ROE of 11.25%). As a result of 
Decision 97-9 (May 1, 1997), the Utility segment is now subject to a price cap regulatory regime, with a Price 
Cap Index (PCI) consisting of 


* the Gross Domestic Product Price Index (GDP-PI) as the inflation measure 
* an industry-wide (rather than company-specific) productivity offset of 4.5%, and 


* exogenous factors limited to legal, judicial or administrative actions beyond the telephone 
companies’ control. 


The PCI applies to a single basket of Utility segment services; that single basket of capped services is 
further divided into three sub-baskets: 


* basic residential local services 
¢ single and multi-line local business services 


* other Utility segment services; services such as optional local services that have traditionally been priced 
to maximize contribution are not subject to price caps, nor are network services required by local and 
toll competitors. 


The price cap plan does not have an earnings sharing overlay nor does it have a quality of service factor 
(Q-factor). The plan will be subject to review after four years. 


BC TEL’s Competitive business segment consists principally of long distance services, private line and data 
services, and terminal equipment products. This segment has not been subject to earnings regulation since 
January 1, 1995. However, under the continued price regulation specified in Decision 94-19, long distance and 
competitive network services were made subject to an imputation test requiring their prices to be set at levels 
which recover causal costs and explicit contribution, start-up cost recovery and bottleneck service charges. Most 
of the services in the Competitive segment have since Decision 94-19 been granted differing degrees of 
regulatory forbearance (see “Competition’”). 


To reflect the new regulatory framework and the increasingly competitive environment, the CRTC has also 
reviewed its quality of service regulation of BC TEL and other telephone companies. In this regard, 
Decision 97-16 (July 24, 1997) concluded that market forces will not be sufficient to ensure that quality of service 
with respect to essential Utility segment services and bottleneck facilities will be maintained under a price cap 
regime. Accordingly, the CRTC ruled that the existing monitoring regime (quarterly reporting of performance 
on a number of service indicators) should continue, with the following modifications: separate reporting of rural 
versus urban service indicators in the areas of Provisioning and Repair; elimination of service interfaces covering 
Long Distance Service, Operator Services, and Billing; addition of new service indicators to monitor the 
provisioning of bottleneck facilities to competitors. Final standards will be established in the course of 1998 for 
implementation on January 1, 1999. 


In December 1997, the CRTC issued Public Notice 97-40 to review the continued appropriateness of the 
telephone companies’ Terms of Service within the context of their provision of services and facilities to alternate 
providers of long distance services (APLDS) and to competitive local exchange carriers (CLECs). In particular, 
the proceeding will address whether in the context of dealings with APLDS and CLECs, there should be changes 
to existing telephone company provisions regarding limitation of liability, refunds for service problems, 
termination of service, payment time limits and customer deposits. The PN 97-40 process is scheduled to close in 
May 1998. 


The regulatory process is to be streamlined along the following lines: 


° Tariff filings for services that have historically been priced to maximize contribution will generally be 
treated on an ex parte basis. Furthermore, de-averaging of rates for these services will be permitted. 


* Generally, subject to imputation test requirements, tariff applications for changes to rates for capped 
services that meet the applicable price cap constraints will be disposed of without waiting for comments 
from intervenors. However, tariff applications to de-average rates for capped services will not be disposed 
of on the same basis. 


On March 24, 1998, the CRTC issued Decision 98-4, whereby it removed the joint marketing restrictions 
previously with respect to cellular services imposed on BC TEL and other SOCs. Decision 98-4 also granted 
BC TEL and other SOCs the freedom to bundle their tariffed telecommunications services with 


(a) the services of an affiliated company, or 
(b) the services of a non-affiliated company, or 
(c) non-telecommunications services offered in-house (e.g., cable TV) 


subject to essentially the same bundling rules that currently apply to bundling involving only telephone company 
services (viz., the filing of an imputation test, provision of bottleneck components on an unbundled stand-alone 
basis, and availability of the bundled offering for resale and sharing). Any service element acquired from an 
affiliate or non-affiliated company and included in a bundled offering is to be costed at the acquisition costs 
incurred by the telephone company with respect to that service element. The resale requirement will not apply 
to bundles that involve non-telecommunications services. 


Decision 98-4 also initiated two new processes: one to consider the CRTC’s preliminary view that it is 
appropriate to remove the restriction against the bundling of terminal equipment with all network service 
elements and not just long distance and private line and data services, and the other to consider whether the 
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framework established in Decision 94-19 for customer-specific arrangements (CSAs) involving bundling of 
tariffed telephone company services should be extended to CSAs that involve (a) bundling of tariffed services 
with forborne services and/or (b) bundling of tariffed services with services of an affiliate or non-affiliate or with 
non-telecommunications services provided in-house. Both processes are to close in the end of June, 1998. 


Rates 


A proceeding was conducted under Public Notice 97-11 to address price cap going-in rates and other 
follow-up matters to Decision 97-9. As a result of Decision 97-18 (December 18, 1997), Decision 98-2 (March 5, 
1998) and Order 98-463 (May 12, 1998), BC TEL’s going-in residence rates at the start of price caps on 
January 1, 1998 were granted an average increase of $3.20. Decision 98-2 also included the following 
determinations: BC TEL’s 1998 toll contribution rate was set at $0.0195 per minute per end and its contribution 
surcharge on wireless service providers at $24.14 per circuit; 11.0% was set as the target ROE for the Utility 
segment of all SOCs (applied against an average common equity base limited to a maximum of 55%) to 
determine BC TEL’s going-in rates; going-in rate determination excluded start-up costs for local competition 
and for LNP implementation, whose recovery will be addressed in another proceeding, the CRTC accepted 
BC TEL’s proposed changes to the service lives of certain assets, and ruled that any depreciation reserve 
deficiency as of January 1, 1998 should be amortized over the average remaining service life of the asset 
concerned. In turn, Order 98-463 included the following rulings on BC TEL’s first filing of rate revisions in 
accordance with price cap parameters: effective May 19, 1998, an across-the-board increase of $0.20 to 
BC TEL’s residential rates (except for lines still served by step-by-step switches), and average decreases of —4% 
to single-line business rates, —7% to Small Business Multi-line rates, and —19% to Standard Multi-line 
business rates. 


COMPETITION 


BC TELECOM competes or expects to compete in essentially all of its products and services including long 
distance services, wireless services, local service, private lines and data services, communications systems and a 
various other services. In addition the Federal Government has issued a Convergence Policy Statement that set 
out the principles for competition between cable and telephone companies in offering services governed by the 
Broadcasting Act. 


Long Distance Telephone Services 


BC TEL estimates that in 1997 it had 68% of the business long distance market share (in revenue) and 75% 
of the residence long distance market share. This amounts to a combined long distance market share of 72%. 


In March 1990, the CRTC permitted increased competition in the long distance market by liberalizing the 
rules governing the resale and sharing of private line services provided by BC TEL, other telephone companies 
and the predecessor to AT&T Canada. As part of the decision, the CRTC directed that resellers and sharing 
groups make contribution payments to the telephone companies to help support local rates. Effective 
December 1990, the CRTC permitted resellers and other customers to access the overseas network of Teleglobe 
(Canada’s international telecommunications carrier to countries other than the United States) directly through 
private lines, rather than through the facilities of the members of Stentor. In addition, in December 1991, the 
CRTC liberalized rules pertaining to the resale and sharing of overseas private line services thereby permitting 
resellers to offer overseas voice services to foreign countries that permit similar resale. 


On June 12, 1992, the CRTC issued Decision 92-12 which in effect opened the long distance services market 
to full competition in the operating territories of Bell Canada, BC TEL and the Atlantic telephone companies. 
That decision also established a contribution mechanism that has undergone a number of changes: 


¢ As a result of Decision 95-23, competitors began, as of June 1, 1996 paying contribution on their 
trunk-side traffic on an actual per-minute basis rather than based on the number of interconnecting 
trunks. This constituted the first attempt to promote greater equity among participants since it removed 
the significant discount available to competitors by carrying more traffic per trunk than had been 
assumed in the CRTC’s contribution calculation. 
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¢ In July 1996, Stentor filed an application asking the CRTC to eliminate, effective January 1, 1997, the 
explicit discounts then available to competitors; among them: the discount on trunk-side connections 
(slated to be 15% from January to June in 1997 and 10% for the one-year period from July 1997), the 
discount on line-side connections (slated to be 15% from the trunk-side rate in 1997, with no specified 
phase-out), and the stimulation factor (effectively exempting 6.78% of the traffic of APLDS from 
contribution, with no specified phase-out). In December 1996, the CRTC issued Order 96-1607 denying 
the request for a 1997 elimination of the discounts at issue. However, the CRTC did rule in favour of 
eliminating the discount for line-side connections and the traffic stimulation factor at the same time as 
the discount for trunk-side connections is phased out as scheduled, by July 1, 1998. 


¢ Also in December 1996, the CRTC issued Decision 96-12 directing that line-side contribution can be 
assessed on a per-minute basis beginning July 1, 1997, thereby eliminating another source of significant 
implicit discounts for competitors. 


¢ On May 1, 1997, the CRTC issued Order 97-590, ruling that effective January 1, 1998, contribution 
should also apply to the wireline-to-wireless and the wireless-to-wireline inter-exchange traffic of wireless 
service providers, APLDS, internal administrative inter-exchange traffic carried on line-side connections, 
and inter-exchange data traffic carried on line-side connections. The CRTC declined to extend the 
contribution obligation to paging or to Internet traffic under current circumstances. 


¢ In December 1997, the CRTC issued Order 97-1903 with respect to a June 9, 1997 application filed by 
Stentor calling for significant reforms to be made to the per-circuit contribution mechanism applicable to 
APLDS’ international circuits. The CRTC agreed with Stentor that there is substantial doubt as to the 
correctness of the existing assumption of a loading of 7,000 minutes per circuit for determining the 
per-circuit contribution on international circuits; in the CRTC’s view, this results in significant implicit 
discounts that give competitors an undue competitive advantage and results in local subscribers of the 
telephone companies unduly subsidizing the resulting loss of contribution. Accordingly, the CRTC ruled 
that, effective July 1, 1998, the monthly per-circuit contribution rates applicable to the international 
circuits of APLDS is to be increased to reflect carriage of 14,000 minutes per circuit per month. APLDS 
will also be required to file full disclosure concerning the number of their international circuits, 
supported by a sworn affidavit by a senior company officer, and to provide such reports to the relevant 
Local Exchange Carrier. 


In February 1998, it issued Public Notice 98-4 to examine alternative mechanisms for the recovery of 
contribution on APLDS’ traffic that either originates or terminates on a direct access line (DAL). This 
proceeding reflects the CRTC’s recognition that the 2% surcharge established in Decision 92-12 for DAL 
does not adequately account for the actual amount of APLDS traffic on DAL’s. The proceeding is 
scheduled to conclude in July 1998. 


However, in the course of the PN 97-11 proceeding (see “Regulatory Framework”), the CRTC came to the 
preliminary view that the originating/terminating de-averaging mechanism proposed in Order 97-590 is likely to 
prove unworkable and called for comments from interested parties. The CRTC subsequently concluded that its 
directive for a de-averaging of contribution by originating and terminating traffic should be rescinded. 


On December 18, 1997, the CRTC issued Decision 97-19, concluding that it is appropriate at this time | 
(upon the filing of tariff withdrawals within 90 days) to grant regulatory forbearance to the SOCs with respect to | 
their provision of toll (basic toll and discount toll) and toll-free (800/888) services, in terms of most of the — 
requirements of the Act. In particular, the SOCs are no longer required to file tariffs and rates for their toll and | 
toll-free services for CRTC approval and are no longer subject to any imputation test requirement on these | 
services. The SOCs’ limitations on liability in relation to these forborne services will no longer require CRTC | 
approval. However, because of concerns that revenues from basic toll services could be used to subsidize | 
below-cost pricing in other segments of the toll and toll-free markets to the detriment of workable competition, ! 
the CRTC will continue to exercise its powers to impose certain conditions of service; in this regard, an upward > 
pricing constraint and a prohibition against route de-averaging of prices has been imposed on each of the | 
schedules in basic toll services. 


The CRTC will also continue to exercise its powers to prevent unjust discrimination with respect to all 
aspects of basic toll services. With respect to discount toll and toll-free services, the CRTC will require the SOCs 
to provide access to their networks and to allow the resale and sharing of their toll and toll-free services, as a 
means to prevent unjust discrimination. Finally, the CRTC considers that the SOCs should continue to be 
subject to CRTC review and approval of their inter-carrier agreements and arrangements that relate to their 
operations as a national entity and the settlement of jointly earned revenues, to ensure, among other things, that 
such settlement arrangements are equitable. 


The CRTC also relieved the SOCs of the restriction against the bundling of terminal equipment with long 
distance services. Finally, the CRTC left the Affiliate Rule in place, stating that the record of the proceeding is 
not adequate to determine whether the Rule should be discontinued in a forborne environment. (The Affiliate 
Rule restricts affiliates of the SOCs from providing switched toll services and from engaging in joint-use resale of 
the SOCs’ inter-exchange private line services.) On March 16, 1998, Stentor filed an application calling on the 
CRIC to eliminate the Affiliate Rule, on the basis that if, as the CRTC has determined, the SOCs do not have 
the ability to successfully engage in anti-competitive pricing directly in the long distance market, then they would 
similarly be unable to engage in such activity by proxy through an affiliate. 


On May 5, 1997, the CRTC issued Decision 97-10 removing the restriction on the participation of domestic 
carriers in international simple resale i.e. resale of Teleglobe’s international private lines. The CRTC, however, 
retained the prohibition against third-country routing or switched hubbing with respect to all service providers. 


Decision 97-10 subsequently became the subject of a number of appeals before the Federal Court of 
Appeal. The CRTC initiated its own review and on December 19, 1997 reversed itself by removing the switched 
hubbing restriction effective May 5, 1997, on the basis that doing so would better contribute to the attainment of 
the policy objectives with respect to rendering of reliable and affordable telecommunications for Canadians, 
enhancing the efficiency and competitiveness of Canadian telecommunications, and generally fostering 
increased reliance on market forces. In February 1998, Teleglobe filed a petition asking the Governor in Council 
to set aside the CRTC’s order eliminating the switched hubbing prohibition. Teleglobe argued that the CRTC’s 
ruling violates the World Trade Organization (WTO) agreement by in effect liberalizing routing rules for traffic 
destined to certain WTO members, while maintaining restrictions on routing to other WTO members, most 
notably the U.S. Teleglobe also submitted that the ruling effectively deprives it of the full transition period to 
adjust to a fully competitive environment, from the October 1, 1998 termination of its monopoly status until the 
government’s committed date of December 31, 1999 for the removal of all restrictions on international services. 


In October 1997, the CRTC initiated a proceeding under Public Notice 97-34 calling for proposals and 
comments on the regulatory regime that should apply to the provision of international telecommunications 
services, effective October 1, 1998, when Teleglobe’s monopoly terminates. The proceeding, that closed in 
March 1998, addressed the following issues: the appropriate licensing regime for international service providers, 
the definition of Canadian transmission facilities, the nature of any obligations to be imposed on licensees to 
interconnect with domestic carriers on a non-discriminatory basis, requirements with respect to traffic exchange 
and settlement agreements, the need Teleglobe’s services and facilities to continue to be available for resale and 
sharing, restrictions on the routing of traffic originating and/or terminating in Canada, the contribution 
mechanism in a competitive environment, and possible regulatory forbearance for Teleglobe. 


Wireless Services 


BC TEL Mobility Cellular has been providing cellular telecommunication services in British Columbia in 
competition with Rogers Cantel Mobile Communications Ltd. BC TEL Mobility Cellular had a 60% share of the 
cellular market in British Columbia as of December 31, 1997. 


In April 1996, Industry Canada announced the conditions under that it would authorize the provision of 
PCS in the 2 GHz range by BC TEL Mobility Cellular. Those conditions include, among others: substantial 
implementation of the PCS system within five years with a “reasonable level of service in all regions of Canada” 
within two years of authorization, the investment of an average of at least 2% of PCS revenues over five years on 
eligible PCS-related research and development activities, and safeguards to ensure that BC TEL’s PCS affiliate 
does not derive any undue advantages as a result of having a cellular affiliate. BC TEL Mobility Cellular 
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anticipates that its provision of PCS will be in competition with up to four other companies and with the 
provision of cellular telecommunication services. 


Initially the provision of cellular telecommunication service was regulated by the CRTC. In August 1994, 
the CRTC issued Decision 94-15 granting forbearance for wireless cellular services, except where such services 
are provided directly by a telephone company. Where the cellular service provider was a telephone company 
affiliate, the forbearance was subject to certain safeguards established in Decision 87-13 to ensure that these 
cellular activities be conducted at arm’s length from the telephone company’s regulated activities (no joint 
marketing, among other things) and that there should be no cross-subsidization from monopoly revenues. 


In December 1996, the CRTC issued Decision 96-14 setting out its re-considered determinations concerning 
the proper regulatory framework for mobile wireless services. It determined that based on service attributes, 
mobile wireless telecommunications services can be assigned to two categories for regulatory purposes: 
(1) mobile voice wireless telecommunications services that are connected to the PSTN, or simply “public 
switched mobile voice services,” that would include cellular services, personal communications services (PCS), 
enhanced specialized mobile radio (ESMR) and satellite-based mobile services, and (2) all other mobile wireless 
telecommunications services (e.g., paging) including data, or simply “other wireless services.”’ With respect to 
public switched mobile voice services, the CRTC re-affirmed its previous determination (Decision 94-15) that 
the market is sufficiently competitive to protect the interests of users. Accordingly, the CRTC maintained its 
earlier decision to relieve public switched mobile voice services (except wheu'provided in-house by a telephone 
company) from most of the provisions of the Act. The only regulatory oversight that will remain relates to 
protecting the confidentiality of customer information, ensuring open access to networks, and enforcing the joint 
marketing restrictions established in Decision 87-13 with respect to telephone companies and their cellular 
affiliates. With respect to other wireless services, the CRIC reaffirmed its earlier decision to refrain 
unconditionally from exercising its regulatory powers so long as such services are not provided in-house by a 
telephone company. The CRTC, however, reversed itself on its previous determination to issue an exemption 
order for these services, given that providers of such other wireless services will continue to be subject to the 
Canadian ownership and control provisions of the Act and also to licensing requirements under the 
Radiocommunications Act. 


On December 3, 1997, the CRTC issued Order 97-1797 in that it again declined to order cellular (and PCS) 
service providers to make their services available for unrestricted resale and sharing, thereby retaining the 
current regime (established in Decision 91-8) allowing wireless service providers to selectively permit 
resale/sharing of their services. The CRTC ruled that in an increasingly competitive market characterized by new 
facilities-based entry, the public interest is best served by allowing individual wireless service providers to decide 
whether or not to permit resale/sharing of their services, on the basis of their particular investment and business 
requirements. 


As a result of Decision 98-4, BC TEL is no longer subject to the following constraints: 
(1) a prohibition on the joint marketing and/or advertising of wireline with wireless services; 


(2) a requirement to provide neutral referrals when telephone company customers inquire about 
wireless services; 


(3) a separate prohibition on the exchange of confidential customer information (such information is still 
protected under BC TEL’s Terms of Service); and 


(4) an explicit prohibition on the cross-subsidization of cellular services by wireline services (given that 
there are other mechanisms in place to safeguard against such cross-subsidization). 


As a result of Order 97-590 (see “Long Distance Telephone Services”) issued on May 1, 1997, wireless 
service providers (WSPs) were required, as of January 1, 1998, to pay contribution on the wireline-to-wireless 
and wireless-to-wireline interexchange traffic they carry; the contribution levy is in the form of a surcharge on 
the interconnecting circuits used by WSPs to access the PSTN. In February 1998, an appeal was filed by a 
wireless network competitor objecting to the calculation of an average surcharge that would apply to all wireless 
service providers regardless of their traffic mix; that provider claimed an average surcharge is unfair to it 
because it generally carries less long distance traffic than the Mobility Companies. For 1998, the per-circuit 


surcharge on the interconnecting circuits of WSPs in BC TEL territory has been set at $24.14. In conjunction 
with making WSPs liable for contribution, Order 97-590 also ruled that WSPs should be accorded the 
opportunity to offer similar services to those that other contribution-paying service providers can offer; 
accordingly, the restrictions in Decision 84-10 against WSP carriage of long distance traffic between fixed 
landline stations has been removed, also as of January 1, 1998. 


Local Services 


In Decision 94-19 (See “Regulatory Framework’), the CRTC approved local market competition in 
principle and directed the development of co-location and service unbundling tariffs by the telephone 
companies. The CRIC also stated that it would be predisposed to approve applications to interconnect local 
systems offering local switched voice services, even prior to the availability of telephone company tariffs on 
unbundling and co-location. The CRTC has specified the general framework for local competition in 
Decision 97-8. (See “Regulatory Framework”). Separate proceedings are currently underway on unbundling, 
co-location and local number portability. 


On May 1, 1997, the CRTC issued Decision 97-8 establishing the framework it considers appropriate for 
local exchange competition. Under that framework: 


¢ Start-up costs associated with local competition should be borne by the specific carriers incurring the 
costs, rather than by all market participants. The CRTC indicated that it will be initiating a proceeding 
shortly to address the appropriate means for the incumbent local exchange carriers to recover the 
start-up costs they incur. 


Rather than making each local exchange carrier responsible for the delivery of its own originating traffic 
to other carriers, there will be equal sharing, among the local exchange carriers concerned, of the costs of 
interconnecting trunks and CCS7 (common signalling number 7) signalling links required for the 
exchange/interchange of traffic between their networks. 


Rather than requiring interconnection solely at the end-office switch level, all local exchange carriers 
should install tandeming software at designated gateway switches. Similarly, all local exchange carriers 
will be required to provide one point of interconnection in each numbering plan area in that they 
provide service. 


For traffic that is interchanged between and terminated within the same exchange, the bill-and-keep 
approach (wherein the originating carrier does not explicitly compensate the terminating carrier for call 
termination) is to be used. Where there is a demonstrated imbalance in the traffic between local 
exchange carriers, mutual compensation should be implemented and the rate should be capped at the 
rate approved for the incumbent local exchange carriers. 


The incumbent local exchange carriers will be required to unbundle essential facilities and follow 
mandated pricing principles for such facilities. An “essential” facility, function or service is defined as one 
that is monopoly-controlled, is required by a competitive local exchange carrier as an input to provide 
services, and cannot be duplicated economically or technically by a competitive local exchange carrier. An 
essential facility that incumbent local exchange carriers utilize on the basis of a number of different 
technology platforms must be made available on an unbundled basis with respect to each particular 
technology. 


¢ There is no need at this time to require mandatory unbundling of competitive local exchange 
carrier facilities. 


Incumbent local exchange carrier rates for essential facilities should be based on Phase II costs plus a 
25% mark-up. 


¢ Since it is unlikely that competition will develop in all areas in the near term, the incumbent local 
exchange carriers’ current obligation to serve will be maintained pending further investigation into 
approaches for serving high-cost areas that is more suited to a fully competitive environment. 
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Toll contribution will remain the only explicit source of subsidy for residential local services. In the 
absence of full rate rebalancing (that is inappropriate because it could lead to significant increases in 
residential rates), a certain level of contribution should be maintained to ensure that rates in high-cost 
areas permit universality of access while minimizing distortion of the emerging competitive local 
exchange market. Toward that end, contribution rates will be frozen, as of January 1, 1998, for BC TEL. 


Contribution subsidies will be portable; that is, they are to be available to any local exchange carrier (and 
not just the incumbent local exchange carriers) that serves a subsidized subscriber. 


¢ All competitive local exchange carriers will be required to provide equal access to all inter-exchange 
service providers, at terms and conditions equivalent to those that apply to the incumbent local exchange 
carriers. Competitive local exchange carriers must also file tariffs providing for WSP interconnection that 
are equivalent to terms and conditions in the incumbent local exchange carriers’ tariffs for WSP 
interconnection. Incumbent local exchange carriers will be required to interconnect their inter-exchange 
networks with those of the competitive local exchange carriers. 


¢ Given the competitive local exchange carriers’ need for essential facilities, incumbent local exchange 
carriers pricing for end-user local services will be subject to an imputation test to prevent anti-competitive 
pricing. The local service imputation test will apply on a service-specific basis, by rate band. Competitive 
local exchange carriers need not be subject to any imputation test requirement for any of their services. 


Incumbent local exchange carriers will continue to be required to provide comprehensive directories 
(that include listings for competitive local exchange carrier subscribers) to their subscribers, while 
competitive local exchange carriers will be free to decide whether or not to provide directories to their 
subscribers, based on consumer demand. 


Unrestricted resale will be allowed with respect to incumbent local exchange carriers’ unbundled 
components (other than subscriber listings). With respect to incumbent local exchange carriers’ retail 
services, resale as currently allowed will continue to be available as a matter of course. In addition, the 
incumbent local exchange carriers are to modify their tariffs so as to allow the resale of their residential 
exchange services to provide residential services. However, the incumbent local exchange carriers will not 
be mandated to provide wholesale rates for the resale of their retail services. 


* Competitive local exchange carriers will not be required to file tariffs with respect to their retail 
telecommunications service offerings but will be subject to regulation with respect to consumer 
safeguards and unjust discrimination. With respect to services provided to other local exchange carriers 
(interconnection, call termination), competitive local exchange carriers will be required to file tariffs as 
well as underlying agreements for CRTC approval. 


On May 1, 1997, the CRTC also issued a ruling (Order 97-591) regarding responsibility for the costs of 
implementing local number portability (LNP). The CRTC ruled that each carrier should be responsible for the 
recovery of its own costs incurred in the implementation of LNP. As a result, BC TEL and other SOC’s will bear 
the bulk of LNP costs, because of the large number of switches they have in their networks, and the range of 
technologies and vintages of their switches. The CRTC indicated that it will be initiating a proceeding to address 
the means by that the SOC’s would be allowed to recover their LNP implementation costs. 


On January 29, 1998, the CRTC (Order 98-60) adopted the recommendations of CRTC staff regarding the 
timing and rate of roll out of LNP in the free-calling areas of designated first-priority exchanges and Priority 2 
exchanges. Pursuant to that schedule, BC TEL is to provide LNP by July 31, 1998 for Vancouver, August 31, 
1998 for the Vancouver EAS, and February 28, 1999 for the Victoria EAS and Matsqui. 


Private line and Data 


Since 1981 BC TEL has faced competition in the provision of private line and data communications 
services. Alternative suppliers now include cable operators. The provision of all such services by BC TEL has 
until recently been fully regulated by the CRTC. 


In response to a Stentor application of April 1995, the CRTC in February 1996 issued Order 96-130 
granting partial forbearance for Datapac, Pospac, HyperStream, and future X.25 and frame relay services that 
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the SOC may offer, relieving them from most of the provisions of the Act including the requirement to file tariffs 
for CRTC approval. However, the SOC’ provision of these services will continue to be subject to CRTC 
regulation with respect to the treatment of customer-confidential information, the prohibition against bypass of 
Canadian services and facilities, and the requirement to ensure non-discriminatory access to their networks and 
to resale and sharing of their packet data services. 


In April 1996, Stentor on behalf of BC TEL and other SOC filed an application for regulatory forbearance 
with respect to their current and future electronic messaging and information (EMI) service offerings, 
specifically, their Intelligent Communication Network portfolio that provides electronic mail (Envoy 100), 
electronic data interchange (NET-EDI), electronic fax (ICN Enhanced Fax) and on-line electronic information 
services (NET-Database gateway). In Order 96-1392 issued in December 1996, the CRTC ruled that the 
Canadian EMI market is highly competitive and that the SOC’ ability to control this market in any way is very 
limited. Satisfied that the interests of EMI users would be protected by the degree of competition in the market, 
the CRTC granted regulatory relief for the SOC’ EMI services with respect to most of the provisions of the Act, 
including the requirement to file tariffs for CRTC approval. The CRTC, however, stated that it will continue to 
regulate the SOC’ provision of EMI services with respect to the treatment of customer-confidential information, 
and ensure that there is no undue preference or unjust discrimination in terms of the opportunities for sharing 
and resale of their EMI services. 


In September 1996, Stentor on behalf of BC TEL and other SOC filed an application for unconditional 
regulatory forbearance with respect to their inter-exchange private line (IXPL) services, i.e., such services as 
“High Capacity” (i.e., Megaroute™ and Megastream™, and High Capacity 45 services), Digital Data Systems 
services (i.e., Dataroute), IX voice grade (“IXVG”, or Voice Grade Analogue, ““VGA’) services, and additional 
miscellaneous IXPL services (e.g., Multicom™, Datalink™, VideoRoute™). On December 18, 1997 the CRTC 
issued Decision 97-20, partially granting Stentor’s Application. In particular, the CRTC concluded that 
forbearance is warranted for Stentor and BC TEL’s provision of High Capacity and DDS services on 20 specific 
high-capacity routes, effective March 18, 1997, with respect to provisions in the Act relating to filing of tariffs, 
compliance with just and reasonable rates, unjust discrimination or preference, and limitations on liability. The 
CRTC, however, ruled that these services will continue to be subject to regulatory oversight with respect to 
customer confidential information, facilities bypass, and inter-carrier agreements. With respect to forbearance 
for other IXPL services/routes, the CRTC proposed to follow a route-specific approach, based on filing of 
evidence that one or more competitors are offering or providing the equivalent of at least DS-3 bandwidth on a 
private line basis to at least one customer, using terrestrial facilities from a company other than a Stentor or 
affiliated company. That approach was put forth for public comment and is awaiting the CRTC’s final ruling. 
With respect to the IXVG service sector, the CRTC concluded that it is distinct from the High Capacity and 
DDS service sectors and requires continued regulation to protect the interests of customers, given the SOCs’ 
reported aggregate 80% market share of that sector, the sector’s relative stability in the face of competitive 
service alternatives, and the current extent of market supply of IXVG facilities. Decision 97-20 also ruled that 
BC TEL could now bundle terminal equipment with private line and data services. 


Communications Systems 


The CRTC in a decision of November 23, 1982 concluded that it was in the public interest that a liberalized 
terminal attachment policy be followed. This decision permitted the connection to BC TEL’s facilities of 
customer-owned terminal equipment and determined the terms and conditions pursuant to that such 
connections should be allowed. BC TEL has experienced competition from a large number of companies in the 
provision of business and residence terminal equipment in its operating territory since the early 1980’s and a loss 
of market share has occurred. 


Decision 94-19 (see “Regulatory Framework’) granted complete regulatory forbearance, effective 
January 1, 1995, to the telephone companies with respect to their sale, lease and maintenance of terminal 
equipment. In its forbearance ruling, the CRTC noted the range and number of competitors, the relatively high 
degree of supply elasticity and the absence of significant barriers to entry in the single-line terminal market as 
well as the market for key systems, private branch exchanges (PBXs) and data equipment. Any anti-competitive 
practices in the terminal equipment market on the part of the telephone companies will henceforth have to be 
addressed by the Director of Investigation and Research, Bureau of Competition Policy. 
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In Decisions 97-19 and 97-20, the CRTC relieved BC TEL and other SOCs of the restriction against the 
bundling of terminal equipment with long distance and competitive network service elements, subject only to the 
regulatory requirement that any toll and toll-free services included in such a bundle must be available for resale 
and sharing. However, in Decision 98-4 (see “Wireless Services”), the CRTC initiated a separate process to 
consider its “preliminary view that it is appropriate to remove the restriction against the bundling of terminal 
equipment with [all other] network service elements”; the process is scheduled to close at the end of June 1998. 


Other Services 


In September 1994, the CRTC approved the provisioning by other suppliers, in competition to BC TEL, of 
single-line inside wire (See “Rates”). 


On March 8, 1995, the CRTC issued Decision 95-3, directing the telephone companies to provide 
non-confidential non-residential listing information (as published in the Yellow Pages) and non-confidential 
residential listing information (as published in the White Pages) available to third parties under general tariffs. 
Under Public Notice 97-4, the CRTC is currently reviewing BC TEL’s proposed rates and terms for such a 
directory file service. 


In March 1997, the CRTC approved an application by Canada Payphone Corporation for permission to 
conduct a six-month technical trial in the Vancouver area of a total of 20 pay telephones in 14 different locations 
using either wireline or wireless connections. That technical trial concluded in October 1997. In July 1997, the 
CRTC initiated a proceeding under PN 97-26 to consider whether it is appropriate at this time to permit 
competition in the local payphone market, and if so, the nature of consumer safeguards that may be appropriate. 
The CRTC has indicated that it will be issuing its decision on this matter at approximately the second quarter 
1998. The CRTC’s policy to this point has been that competition will not be allowed in the local pay telephone 
market until mechanisms are in place to ensure that unregulated payphone service providers are subject to 
enforceable consumer safeguards relating to such matters as access to emergency service, access for persons with 
disabilities and proper disclosure of rates being charged. 


Convergence 


In August 1996, the Federal Government issued its Convergence Policy Statement, bringing to a close the 
process that was initiated in October 1994 by Order in Council P.C. 19941689 (setting out the Government’s 
broad policy goals for the Information Highway). This process resulted in the CRTC’s May 1995 report on 
convergence, the Information Highway Advisory Council’s own recommendations in September 1995, and the 
Federal Government’s May 1996 report on “Building the Information Society: Moving Canada into the 
21st Century.” The Convergence Policy Statement set out the principles of implementation that will “allow for 
fair and sustainable competition between cable and telephone companies” and create conditions for “expanded 
consumer choice and continued support for Canadian culture.” In conjunction with that, the Federal 
Government also agreed in principle to exempt BC TELECOM and BC TEL from the foreign ownership 
provisions in the Broadcasting Act and associated regulations. As for the general policy framework for 
convergence, the Government stated that neither cable companies nor telephone companies should have a head 
start over the other in entering each other’s market. 


On April 8, 1997, the Federal Cabinet approved a direction under the Broadcasting Act (the “Direction’’) 
with respect to the foreign ownership requirements under that Act. The Direction permits a subsidiary of 
BC TELECOM or the telecommunications common carriers within the BC TELECOM group, such as BC TEL, 
to apply for broadcasting distribution licenses (i.e., for cable operations) within its operating territory. This 
permission is contingent on the BC TELECOM group abiding by certain conditions regarding the continued 
ownership of common shares of BC TELECOM by its current majority shareholder, composition of the board of 
directors of the broadcasting subsidiary and exclusive control by that board over programming decisions. 
BC TELECOM has agreed to establish a $10 million Innovation Fund dedicated to the creation and 
presentation of creative Canadian television and multimedia programming in British Columbia. 


On May 8, 1997 Rogers Communication Inc. commenced an action in the Federal Court against The, 
Attorney General of Canada and BC TELECOM alleging that the Direction was ultra vires the Broadcasting Act. 
In March 1998, the Federal Court ruled in favour of BC TELECOM and the Attorney-General of Canada. 
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In March 1997, the CRTC issued Public Notice CRTC 1997-25 setting out the new policy framework it 
intends to apply to all broadcasting distribution undertakings in Canada. Following the issuance of draft 
regulations and the conclusion of the attendant public process, the CRTC in December 1997 issued Public 
Notice CRTC 1997-150 setting out new broadcasting distribution regulations, effective January 1, 1998, 
applicable to all distributors of broadcasting services in Canada, be they cable, MDS (multipoint distribution 
systems), LMCS (local multipoint communications systems) or DTH (direct-to-home satellite systems). 


Among the more significant aspects of the proposed new regulations: 


¢ New terrestrial distributors (i.e., wireline and wireless, but not DTH), regardless of size, would be 
licensed and regulated generally in accordance with the class of license held by the incumbent cable 
distribution undertaking already serving the market and with whom it will compete. 


Existing distribution undertakings and new entrants will have the option of applying for a “regional 
license”, i.e., a license to serve a territory consisting of more than one market area. 


* All distribution undertakings, except Class 3 terrestrial distribution undertakings, will be required to 
contribute a minimum of 5% of their gross annual revenue derived from broadcasting activities toward 
“the creation and presentation of Canadian programming”. Depending on class of license, a distribution 
undertaking may allocate some specified portion of that contribution to local expression initiatives. 


* The subscriber fees of new distribution licensees will not be subject to CRTC regulation. 


¢ The basic monthly fee of any incumbent Class 1 cable distribution undertaking would become 
deregulated once the undertaking provides documentary evidence that 


e the basic service package of an alternative distribution undertaking is available to 30% or more of 
the existing households in its service area; given the universal availability of licensed DTH services, 
August 31, 1997 will be deemed as the date on that the 30% availability criterion has been met for 
all rate-regulated cable licensees; and 


¢ the number of the incumbent’s basic service subscribers has decreased by at least 5% since the 
entry of new distributors in its service area. 


* Customer ownership of inside wire provides the best framework for ensuring that customers obtain the 
full benefits of competition in the broadcast distribution services market. Accordingly, incumbent cable 
operators are to offer to sell inside wire to their customers at a nominal charge, at the time such 
customers decide to terminate service personally or through an agent. In the case of single-unit dwellings, 
a flat rate of $5.00 has been specified as the maximum level of compensation that can be charged for 
inside wire. In the case of multiple-unit dwellings, further examination will be undertaken under the 
auspices of the CRTC Interconnection Steering Committee (CISC). 


¢ Incumbent cable operators will not be mandated to make their cable services packages available as a 
matter of course for resale. 


In its May 1995 Convergence Report to the Government, the CRIC stated that telephone company 
applications to enter the incumbent cable distributors’ core business should not be entertained until rules are in 
place to ensure that there are no barriers to effective competition in the local telephone services market. That 
“no head start” rule was subsequently adopted by the Federal Government in its August 1996 Convergence 
Policy Statement. On May 1, 1997, the CRTC issued broadcasting Public Notice 1997-49 specifying January 1, 
1998 as the date certain by that telephone companies will be allowed to begin offering broadcasting distribution 
services in competition with the incumbent cable operators. The CRTC based its determination on the fact that 
the framework for competition in local telephony is largely in place (see “Regulatory Framework’’), except for 
terms and conditions for co-location, and that by January 1, 1998 any barriers to entry into that market will have 
been sufficiently addressed. Given the time required to process broadcasting distribution license applications, 
the CRTC stated that it would be reasonable to allow telephone companies to file applications for broadcasting 
distribution licenses in advance of January 1, 1998. The CRTC concluded that it would be appropriate to 
entertain such applications from telephone companies upon the release of the co-location decision, which 
occurred on June 16, 1997 (Decision 97-15). 


G-21 


SELECTED CONSOLIDATED FINANCIAL INFORMATION 


The following tables set forth certain consolidated financial information regarding BC TELECOM for the 
years noted: 


Year Ended December 31 
1993 1994 1995 1996 1997 


(dollars in millions except per share amounts) 


Selected Income Items 


Operating revenues, (restated) so cicemccl abs pucks $2,145.8  $2,230.1 $2,3246  $2,517.2  $2,754.6 
Common, shaleearnines ee cenclih. 6. wip). ewe 205.8 219.8 240.3 234.4 283.2 
Selected Balance Sheet Items 
MOPATSASSELS A). Sy cre crs ox asrestd beeches See eee f. 4,114.5 4,377.0 4,588.2 4,763.7 4,792.3 
otal capitalization: isis ae cues dy ties Son 3,339.7 3.5/3.1 3,666.9 3, 18dioa1 tarShORO.2 
Short-term. obligations) iicinebay smut ia fl oen 135.0 367.6 247.0 110.6 Zaz 
bong-tenmideébt. gaitzsonaond mou bevaod une 1335.1 1,264.4 1,308.4 1,441.5 1,250.1 
Preference shares and preferred shares ........ 138.4 70.6 70.1 69.7 69.7 
Common: sharevequity/a<) G0) Ay ROY Oa IEE T2807 1,869.2 2,036.3 2,159.4 2,283.6 
MITOFIty INtETEStE A ee am meee cee toe 3.9 17 5.4 6.1 (ey: 
Earnings, per-comimon share’ o. a). te te eet 1.81 1.88 2.00 1.90 yap) 
Dividends declared per common share......... 1.19 23 127. 1.31 1:35 
Return on"equity’). Pas. 0 TS (eR Renee s Seah 12.4% 12.2% 12.2% 11.2% 12.8% | 
Interest: coverage (mes >. Un ns eee eo 3.6 oe 39 4.1 48 
Ratio of debt to total capitalization ........... 44% 46% 42% 41% 39% 
Three Months Ended 
1997 1996 
March June September December March June September December 
(dollars in millions except per share amounts) 

Operating Revenues....... $647.8. $687.64 $695.30. 0$723:90 $603.34. $6211.01 $635.0 eRasdo0.9 
Common Share Earnings ... 64.8 73.6 76.4 68.4 55.6 54.3 65.2 59.3 
Farmings, Per SRare™ en) acu. 2 .60 61 56 “45 44 Pk) 48 


Subsequent Financial Changes 


On March 11, 1998 a change in accounting principles was announced in response to the competitiveness of 
the telecommunications industry and the new regulatory requirements that took effect on January 1 of this year. 


This technical change is from regulated accounting principles (RAP) to generally accepted accounting 
principles (GAAP). The change will result in an after-tax, extraordinary charge to earnings of $531 million in the 
first quarter of 1998. 


The accounting change is consistent with similar steps already taken by most Canadian and 
U.S. telecommunications companies. The resulting extraordinary charge will not affect the ability to pay 
dividends since it has no impact on the company’s cash flow. On March 18, 1998, the Dominion Bond Rating 
Service confirmed that it considers that no rating action is warranted at this time. 


Under RAP, certain assets were charged to income over a longer period of time than would have been the 
case in a competitive environment. This allowed regulated companies to recover their costs and investments 
while avoiding significant price fluctuations for customers. 


With the introduction of local service competition and price cap regulation, it is the market — not the 
regulator — that determines the price our customers will pay for their services. Consequently, the recovery of 
costs incurred and investments made under the previous regulatory environment is now at greater risk. 
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Included in the extraordinary charge is'an adjustment to assets that were recorded under RAP. The charge 
also includes a reduction in the net carrying value of capital assets resulting from an analysis.of the estimated 
future cash flows that these assets will be expected to generate in the competitive environment. 


The breakdown of the extraordinary, non-cash charge that has been recorded in the first quarter of 
BC TELECOM’s 1998 earnings is as follows: 


Regulatoryassetsrian sins Pris nes HO TIE OE PRN are ET Pe 8 BIG $ 83 million 
PAD MuASSCL Gr rierhe Oe Amerie cc e pe a8 eG elson's Ses Bidlw arncha de GS. $448 million 


$531 million 


BC TEL is also reviewing its depreciation methods to determine the extent to which the remaining asset 
lives need to be shortened to reflect rapid market and technological changes in the industry. The impact of these 
accounting changes on earnings will vary depending upon the final determination of the effect of shortening the 
asset lives. 


LEGAL PROCEEDINGS 


On May 8, 1998 an action was commenced against BC TEL by certain holders of the First Mortgage Bonds, 
11.35% Series AL (the “Bonds”) which were redeemed by BC TEL on December 30, 1997. The action alleges 
that BC TEL improperly redeemed the Bonds and claims damages as a result thereof. BC TEL is proceeding to 
file a Statement of Defense in this action. BC TEL believes that the redemption of the Bonds was effected in the 
manner permitted under the terms thereof and that it will be successful in the defence of this action. 


SHAREHOLDERS AND MANAGEMENT 


Principal Shareholder 


As at December 31, 1997, Anglo-Canadian Telephone Company of Montreal, Quebec, a subsidiary of 
GTE Corporation, owned beneficially and of record. 63,143,943 common shares representing 50.9% of the 
outstanding common shares of BC TELECOM. 


Directors and Officers 


The names, principal occupations and municipalities of residence of the directors and officers of 
BC TELECOM and the dates the directors first became directors are as set forth below. Each director was 
elected a director of BC TELECOM April 28, 1998, and will serve until the next annual meeting or until his or 
her successor is elected or appointed. 


Directors 

Name and Residence Principal Occupation Became Director 
Brian Charles Bentz®) President and Chief Executive Officer, 1998 
Vancouver, British Columbia Simons International Corporation 

(Engineering company) 
Donald Alisdair Calder President and Chief Executive Officer 1997 
West Vancouver, British Columbia of BC TELECOM Inc. and BC TEL 
Brian Albert Canfield®® Chairman of BC TELECOM and 1993 
Point Roberts, Washington BC.LEL 
Pierre Choquette) President and Chief Executive Officer, 1997 
West Vancouver, British Columbia Methanex Corporation (Marketer and 

producer of methanol) 
George Neldon (Mel) Cooper, C.M., O.B.C.0 President, Seacoast Communications 1993 
Victoria, B.C. Group Inc. (Broadcasting) 
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Name and Residence 


David Lee Emerson) 
Vancouver, British Columbia 


Mary Rendina Kathleen Hamilton, 
OG 0.B.CYe) 
Kelowna, British Columbia 


Iain James Harris“@) 
Vancouver, British Columbia 


Robert Horne Lee, O.B.C.()) 
West Vancouver, British Columbia 


Michael Terry Masin‘) 
Greenwich, Connecticut 


John Wilson Pitts®@©) 
Vancouver, British Columbia 


Barbara Joyce Rae, C.M., O.B.C.2 
West Vancouver, British Columbia 


Firoz Abdul Rasul®) 
Vancouver, British Columbia 


Fares Fouad Salloum@) 
Dallas, Texas 


Geraldine Bonnie Sinclair, Phd™®) 
Vancouver, British Columbia 


Notes: 
(1) Member of Audit Committee. 


(2) Member of the Board Governance Committee 


(3) Member of the Strategic Policy Committee 


Principai Occupation 


President and Chief Executive Officer, 
Canfor Corporation (integrated forest 
products company) 


Corporate Director 


Chairman and Chief Executive 
Officer, Summit Holdings Ltd. 
(Investment and holding company) 


President, Prospero Group of 
Companies (Commercial real estate 
sales, investment and 

property management) 


Vice Chairman & President — 
International, GTE Corporation 
(Consolidated group of 
telecommunications companies) 


Corporate Director 
Corporate Director 


President and Chief Executive Officer, 
Ballard Power Systems Inc. 
(Development and commercialization 
of power generation systems) 


Senior Vice-President — International 
Operations, GTE Service Corporation 
(Consolidated group of 
telecommunications companies) 


President and Chief Executive Officer, 
Ncompass Labs Inc. (Developer of 
internet software) and Executive 
Director, EXCITE Centre 
(Multi-media research and 
development centre) 


(4) Member of the Human Resources and Compensation Committee 


(5) Member of the Pension Trust Committee 
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Became Director 


1996 


1993 


1997 


1993 


1995 


1993 


1993 


1997 


1998 


1998 


Officers 


Name and Residence Principal Occupation 

Donald Alisdair Calder President and Chief Executive Officer, BC TELECOM and BC TEL 
West Vancouver, British Columbia 

Charles Kenneth Crump _ Senior Vice-President Corporate Services, Chief Financial Officer and 
North Vancouver, British Columbia Treasurer, BC TELECOM and BC TEL 

Ian David Mansfield Senior Vice-President — Strategic Business Development 

New Westminster, British Columbia BC TELECOM and BC TEL 

Dorothy Elaine Byrne Vice-President Law and Regulatory Affairs and Corporate Secretary, 
West Vancouver, British Columbia BC TELECOM and BC TEL 

James William Peters Vice-President Mergers & Acquisitions, BC TELECOM 


Burnaby, British Columbia 


During the past five years all of the directors and officers have been directors of, or employed in various 
capacities by, the companies indicated opposite their names or predecessor or subsidiary companies thereto, 
except Pierre Choquette who prior to 1994 was Executive Vice-President of Nova Corporation International and 
in 1995 was appointed President and Chief Executive Officer of Methanex Corporation; David Lee Emerson 
who prior to January 1998 was President and Chief Executive Officer of the Vancouver International Airport 
Authority; Iain James Harris who prior to 1994 was President and Chief Executive Officer of Air BC Limited 
and in 1995 was appointed Chairman and Chief Executive Officer of Summit Holdings Ltd., Michael Terry 
Masin who prior to October 1993 was managing partner of O’Melveny & Myers; John Wilson Pitts, who prior to 
November 1995 was Deputy Chairman of MacDonald Dettwiler & Associates Ltd.; Barbara Joyce Rae, who 
prior to October 1995 was Chairman of ADIA Canada Ltd; Fares Fouad Salloum who prior to July 1995 was 
Vice-President, Emerging Services of BC TEL, and from July, 1995 to June, 1997 was Executive 
Vice-President — Communication Services of BC , TELECOM and BC TEL; and Dr. Geraldine B. Sinclair who 
in 1993 was Director, New Media, Canadian Heritage Project. 


As at the date hereof, the directors and officers of BC TELECOM as a group beneficially owned, directly or 
indirectly, or exercised control or direction of less than 1% of the outstanding common shares of 
BC TELECOM. The information with respect to share ownership, not being within the knowledge of 
BC TELECOM, has been furnished by the respective directors and officers individually. 

DIVIDENDS 
Dividend Record 
BC TELECOM declared dividends on its shares during 1996 and 1997 as follows: 


1996 Annual Amount 1997 Annual Amount 


per Share per Share 
OUMINOD UAL CS gee a rn alin. codes eas $1.31 per share $1.35 per share“? 
Mrefermed Snares can. «sete « 0 ee Scie cies a ae $13,680,000 $13,680,000 


Notes: 


(1) The quarterly dividends paid on common shares were increased from $0.33 per share to $0.34 per share effective July 1, 1997. The 
quarterly dividend to be paid on common shares was increased to $0.35 per share effective July 1, 1998. 


(2) The second preferred shares were issued as part of the Reorganization and are held by BC TEL Mobility Cellular and are being 
redeemed on April 30, 1998. 
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DIVIDEND REINVESTMENT AND SHARE PURCHASE PLAN 


BC TELECOM has a Dividend Reinvestment and Share Purchase Plan providing a means for common 
shareholders of BC TELECOM and preference and preferred shareholders of BC TEL to invest cash dividends, 
and optional cash payments of $100 or more up to a total of $20,000 per calendar year, in common shares of 
BC TELECOM, that may be purchased in the open market or from treasury at BC TELECOM’s option. The 
purchase price for the common shares will be (i) if purchased from treasury, 100% of the average market price 
for all trades of the common shares of BC TELECOM on The Toronto Stock Exchange in the calendar month 
immediately preceding the first trading day of each month and (ii) if purchased in the open market, the average 
cost of such purchases, excluding commissions payable by BC TELECOM. 


REGISTRAR, TRANSFER AGENT AND TRUSTEE 


Montreal Trust Company of Canada is the registrar and transfer agent for the common shares of 
BC TELECOM. Montreal Trust Company of Canada is the trustee for the holders of all series of unsecured 
debentures. 


STOCK EXCHANGE LISTINGS 


BC TELECOM’s common shares are listed on the Vancouver, Toronto and Montreal stock exchanges. 


ADDITIONAL INFORMATION 


Additional information, including information as to executive compensation, is contained in the proxy 
information circular of BC TELECOM dated February 26, 1998 excluding the Report of Corporate Governance 
contained as Schedule A thereto. The Executive Compensation, that appears on pages 6 to 14 thereof, is 
incorporated herein by reference and is attached as Appendix A hereto. 


BC TELECOM’s audited consolidated financial statements for the year ended December 31, 1997, together 
with certain supplemental financial information, are attached as Appendix B hereto. Management’s Discussion 
and Analysis, that appears on pages 33 to 43 thereof, is incorporated herein by reference. 


BC TELECOM, upon request to the Corporate Secretary, BC TELECOM Inc., 21st Floor, 3777 Kingsway, 
Burnaby, British Columbia, V5SH 3Z7, will provide to any person the following documents when securities of 
BC TELECOM are in the course of a distribution pursuant to a short form prospectus or when a preliminary 
short form prospectus has been filed in respect of a distribution of securities of BC TELECOM: 


(a) one copy of this annual information form, together with one copy of any document, incorporated 
herein by reference; 


(b) one copy of the comparative consolidated financial statements of BC TELECOM for the year ended 
December 31, 1997 together with the accompanying report of the auditors, and one copy of any 
unaudited financial statements filed by BC TELECOM in respect of any subsequent quarter; 


(c) one copy of the Proxy Information Circular of BC TELECOM dated February 26, 1998 in connection 
with the annual general meeting of shareholders of BC TELECOM held on April 28, 1998 excluding 
the Report on Corporate Governance contained in Schedule A thereto; and 


(d) one copy of any documents not described above that are incorporated by reference into the applicable 
preliminary short form prospectus or short form prospectus. 


At any other time, BC TELECOM will, upon request to the Secretary, provide to any person one copy of 
any document in (a), (b) or (c) above, upon payment of a reasonable charge if the request is made by a person 
who is not a BC TELECOM security holder. 


BC TEL files an Annual Information Form with certain provincial securities commissions. BC TEL’s 
Annual Information Form may be obtained by BC TEL’s security holders by writing to the Corporate Secretary 
of BC TEL at 21st Floor, 3777 Kingsway, Burnaby, British Columbia, VS5SH 3Z7. 
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APPENDIX A 


Please refer to the material entitled “Executive Compensation”, appearing on pages 6 through 14 of the 
proxy information circular of BC TELECOM Inc. dated February 26, 1998, which material has been 
filed previously. 
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APPENDIX B 


Please refer to Management’s Discussion and Analysis and BC TELECOM Inc.’s audited consolidated 
financial statements for the year ended December 31, 1997, appearing on pages 33 through 57 of the 1997 
Annual Report of BC TELECOM Inc., which material has been filed previously. 
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BC TELECOM INC. 


MANAGEMENT'S DISCUSSION AND ANALYSIS 
FOR THE YEAR ENDED DECEMBER 31, 1997 AND 
FOR THE YEAR ENDED DECEMBER 31, 1996 


MANAGEMENT?’S DISCUSSION AND ANALYSIS 
FOR THE YEAR ENDED DECEMBER 31, 1997 


Earnings Overview 


The contribution from continuing operations to BC TELECOM’s 1997 common share earnings increased 
14.1% to $279.6 million from $245.1 million in 1996. On a per share basis, earnings from continuing operations 
increased to $2.26 from $1.99 the previous year. 


BC TELECOM’s common share earnings for 1997 were $283.2 million or $2.29 per share compared to 
$234.4 million or $1.90 per share in 1996. The 1997 results include a gain of $6.1 million related to the sale of 
PMC-Sierra, Inc., a high-tech semi-conductor company. This gain was partially offset by a $2.5 million loss from 
the disposition of assets of MPR Teltech. The 1996 results include a loss of $10.7 million principally from the 
disposition of assets of MPR Teltech. The following tables indicate the contribution to common share earnings 
from BC TELECOM’s major businesses. 


Contribution to Common Share Earnings 


Increase % 
1997 1996 (Decrease) Change 


($ millions) 


BO TED. ciacale sid 505206 nto kiagene beeen: Saas uae ann aie re aa.) “2006 Ziel 13:5 
Cellular operations... ......4. BO): Bs Pee Be ews 55.8 45.0 10.8 24.0 
Other Operations cesses Gites a ccnyencs eee eee i ce re eee =e AUIEY) (3.4) (29.1) 
COrporate \ Dito a: 66 meme tener sc ieee Scene CeUre ee Th Weyrsieey anemone 2 (12:2) 2:2) ee — 
Continuing operations:s... 35; a... eenoo ens Oe eee eee 219. Oe 2AS.A 34.5 14.1 
Discontinued, Operations ai, 4h5..0 ear aeack: a) oie eee oe 3.07 G07) sie 

283.2 234.4 48. 20.8 


Contribution to Earnings per Share 


Increase % 


1997 1996 (Decrease) Change 
($) 

BC TED 343. 3..5- 4.45.4 4S Oe MSE AT ee Ae 1.84 1.63 af 12.9 
Cellular operations s.@. ayryawy. FE ORE Cy- CREE LS - CE - O 45; ¢7E36 .09 25.0 
Other operations... sree scence a cee ee ee ke ree ee 5 6 pgedoaes! 0 (.03) (30.0) 
Corporate rcncce: Aix aries wT Reatens Fone seal eee I rede ae ch (.10) (.10) — — 
Continuing Operations .:cAnjaicns kee emake diet cS ees pare nse PPA ines) my, 13.6 
Discontinued:.operations: 14. «cis aro peices <a «ota eee 03. (.09) 12 — 


2:29) 1.900" Pema 


The following sections discuss BC TELECOM’s consolidated operating results and financial position, with 
reference to specific subsidiaries or businesses where appropriate. The information pertains to continuing 
operations; the accompanying financial statements and notes include detailed information on discontinued 
operations. 


Results of Operations 
Operating Revenues 


Operating revenues increased 9.4% or $237.4 million to $2,754.6 million in 1997 from $2,517.2 million in 
1996. This increase reflects higher local-service revenues as a result of growth in the number of BC TEL and 
BC TEL Mobility Cellular customers, an increase in monthly service rates for basic telephone service and higher 
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revenues from several businesses — including information technology services, advanced data networks and 
the Internet. 


% 
1997 1996 Increase Change 
($ millions) 
bocaliservies? £2 s0erd \2P) ni -nailliea &.\aO52. at.acillion LOSE. 20. se 15403220) 15217Axs 2185.7 1,3 


The provision of local exchange services to business and residential customers accounted for $95 million of 
the total increase in local-service revenues. A $2 per month increase in residential and certain business service 
rates that became effective January 1, 1997 accounted for approximately half of this increase. In addition, a 3.6% 
increase in customer access lines, down slightly from 3.9% in 1996, added to this increase. Both residential and 
business line growth in 1997 was slightly below 1996 levels, reflecting decreased migration to the province and 
some customers choosing wireless rather than wireline service. 


Strong growth in BC TEL Mobility Cellular’s business resulted in a $42-million increase in local cellular 
revenues. The cellular subscriber base increased 36% to over 400,000 at year end, while average monthly 
revenue per customer declined 12% to $70. This decrease in average revenue per customer was driven by very 
high growth in the lower revenue consumer segment and competitive pricing activity in the higher revenue 
business segment. 


Also contributing to higher local-service revenues was a $15-million increase in revenues from other 
long-distance service providers for interconnection with our network, reflecting higher interconnection volume 
partially offset by lower contribution rates. Revenues from SmartTouch network management services increased 
by $12 million, reflecting market penetration rates ranging from 15% for Call Answer, the integrated voice 
messaging service, to 25% for Call Waiting. BC TEL also recorded smaller increases in non-recurring charges 
and in revenues for private line services. 


% 
1997 1996 Decrease Change 
($ millions) 
MON geCIStAaNCesSCLVICGs oi el aid eee ged cee. 129 hon 80528... (6-4) (0.8) 


Revenues from message toll and other long-distance services declined 1.1% or $8 million in 1997. A 1.2% 
increase in the number of long-distance minutes was more than offset by a decline in average revenue per 
minute as long-distance prices continued to fall. On a revenue basis, BC TEL’s average market share declined 
four percentage points to 72%, with declines in both the residential and business markets. The introduction of 
the Affinity residential savings plan in March stemmed the rate of market share loss experienced early in 1997. 
In addition, based on the revenue settlement agreements in place between BC TEL and other Canadian 
telephone companies, BC TEL’s long-distance revenues were $5 million less in 1997 than in 1996. Partially 
offsetting these reductions was a $7-million increase in BC TEL Mobility Cellular’s long-distance revenues. 


% 
1997 1996 Increase Change 


($ millions) 


Othemzes. add: D4. ws dive. .romable doers sodte bis saw abi oldea 552.0 493.9 581 11.8 


Higher revenues from outside BC TELECOM’s local, long-distance and cellular businesses accounted for 
$49 million of the increase in this category. ISM-BC, BC TELECOM’s full-service supplier of information 
technology services, accounted for two-thirds of this increase, reflecting higher external and project-related 
revenues. BC TEL Interactive reported an increase in revenues from its 54,000 Sympatico Internet customers 
while BC TEL Advanced Communications recorded higher revenues from its data network services. 
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BC TEL reported increases in equipment sales of $8 million and directory advertising revenue of $7 million, 
partially offset by a decline in terminal equipment rentals and lower billing service charges and interest. 
Uncollectible revenues, which are netted in this category, remained unchanged. 


Operating Expenses 


Operating expenses increased 9% or $170.7 million to $2,067.2 million in 1997 from $1,896.5 million in 
1996. About 80% of this increase is attributable to higher depreciation expense and to BC TELECOM’s 
non-traditional businesses, while only 20% is attributable to the ongoing operations of BC TEL. 


% 


1997 1996 Increase Change 
($ millions) 
Operationss.ani-ataatisngun bassorwh, gaiootier .2lavat OORL, Wola. ¥ $1,493.2 $1,398.88 $94.4 6.7 


Reflecting significantly higher revenues from non-traditional businesses, related operations expenses 
increased $57 million in 1997. BC TEL Mobility Cellular accounted for 40% of this increase, due to the higher 
costs associated with a significantly larger customer base and increased acquisition costs in an intensely 
competitive wireless market. ISM-BC and BC TEL Advanced Communications accounted for most of the 
remaining increase in operations expense for non-traditional businesses. 


BC TEL’s operations expense increased 3.2% or $37 million in 1997. The major contributing factors were: 


* new systems development costs associated with Year 2000 requirements and the development of an 
enterprise-wide management and accounting system; 


* higher costs associated with increased revenues in directory and equipment sales; 
¢ higher sales and marketing expenses as a result of a more competitive marketplace; 
* higher workforce transformation amortization costs; 
* higher labour inflation reflecting the terms of the existing union contract. 
In total, these factors resulted in a $74 million increase in BC TEL’s operations expense. 


Partially offsetting this increase was a $37 million reduction in BC TEL’s core operations expense, which 
includes repair and maintenance, operator service, order processing and other plant operations. The savings 
reflect a full-year impact of the 1996 voluntary retirements and separation programs and a continuing emphasis 
on cost restraint in 1997. 


/, 
1997 1996 Increase Ghoate 
($ millions) 
Depreciation-and:amortization'!\o). yilidaM.JA) 20 i operon! godliee, $574.0 $497.7. $76.3 15.3 


BC TEL accounted for $57 million of this increase. Approximately two-thirds of this amount resulted from 
accelerated depreciation rates, reflecting the reduction in estimated useful life for analog and digital switches, 
transmission equipment, copper cable, inside wire and other asset classes. Growth in BC TEL’s asset base 
accounted for the remaining one-third of BC TEL’s increase. BC TELECOM’s non-traditional businesses 
accounted for the remaining $19 million increase. BC TELECOM’s composite depreciation rate increased to 
8.1% from 7.4% in 1996. 


Other Income 


% 
1997 1996 Increase Change 
($ millions) 
PU OrSCOINC< .  lge ss He Lhe | eee alee ete cd rica tos! ¢- Re ee S110) SS78 $3.2 41.0 
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The increase in other income was primarily due to a $4-million gain on the sale of several real estate 
properties in 1997. In addition, there were small reductions in interest and lease finance income, partially offset 
by a lower net loss on investments. 


Financing Costs, Net 


% 
1997 1996 Decrease Change 
($ millions) 
MSIE AMIN GCC AD ee Ufa CLD eine MEA ON eta Bye lees set PN $137.2 $139.3. $(2.1) . (1.5) 


Interest expense declined $5 million in 1997, primarily due to lower prevailing rates of interest and 
borrowing levels. Financing costs were further reduced by a $4-million increase in the allowance for funds used 
during construction, which is netted in this category. Partially offsetting these reductions were a $4-million cost 
associated with the redemption of the Series AL Bonds and a $3-million foreign exchange loss on short- 
term debt. 


Income Taxes 


% 
1997 1996 Increase Change 
($ millions) 
Be CSE a ME cn a oes MSD cs AN sl eqs ceaer $274.1 $237.2 $36.9 15.6 


Higher pre-tax earnings increased income taxes by $35 million in 1997. An increase in the effective tax rate 
from 48.5% to 48.8% accounted for the remainder of the increase. A detailed reconciliation of the statutory 
income tax rate to the effective rate is included in Note 5 to the financial statements. 


Liquidity and Capital Resources 
Cash Flow 


Cash from operations before working capital increased to $843.4 million from $786.8 million in 1996 — due 
to increased earnings and higher depreciation and amortization charges, partially offset by a reduction in 
deferred income taxes. After adjusting cash from operations for changes in working capital, and deducting 
dividends to shareholders and investment expenditures, free cash flow was $160 million in 1997 compared to 
negative $54.4 million in 1996. The completion of an asset securitization transaction with cash proceeds of 
$150 million was a major contributor to the increase in free cash flow in 1997. 


Investing Activities 

Capital expenditures continue to represent the single largest use of BC TELECOM’s funds. 
These expenditures allow BC TELECOM to: 

* satisfy the continuing growth in service demand; 

* increase the operating efficiency and productivity of both our wireline and wireless networks; 
* introduce new products and services into an increasingly competitive marketplace. 


Gross capital expenditures totalled $602.7 million in 1997 compared to $590 million in 1996. Investment to 
provide regulated voice and data services offered by BC TEL accounted for $453 million of the 1997 
expenditures. These expenditures reflect the addition of 87,000 customer lines, the conversion of 33 analog 
central offices to digital technology and the upgrading of 13,000 customer lines to individual line service. In 
addition, 4,500 T1 systems were added to meet the demand for special services. 


BC TELECOM’s non-traditional businesses accounted for $150 million in capital expenditures in 1997. 
BC TEL Mobility Cellular invested $86 million, adding 42 analog and 26 digital cell sites during the year. 
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BC TEL Advanced Communications invested $28 million in 1997 expanding the high-speed data network to 
nine new centres, increasing internet capacity by 400% and introducing six major new services. 


Dividends 


Dividends declared to common shareholders totalled $167.2 million in 1997, representing 59% of earnings 
from continuing operations. For the 11th consecutive year, BC TELECOM increased its common dividend. The 
quarterly rate was increased by $.01 to $.34 per share in the second quarter. 


Financing Activities 


BC TELECOM had a total of $179.8 million in commercial paper notes outstanding at year end — an 
increase of $20.4 million from the $159.4 million outstanding at the end of 1996. These notes have been 
reclassified as long-term debt on the balance sheet on the basis of the availability of a $180-million long-term 
credit facility agreement. BC TEL issued an aggregate of $185 million in structured medium term note 
debentures during the first eight months of 1997. The issues provided all-in funding at a cost below the 90-day 
bankers’ acceptance rate. 


Late in the year, BC TEL redeemed its Series AL First Mortgage Bonds, as permitted under the terms of 
the trust deed. 


Credit Ratings 


During 1997, the Canadian Bond Rating Service (CBRS) reaffirmed the existing ratings of 
BC TELECOM Inc. debentures and commercial paper and the ratings of BC TEL first mortgage bonds, 
debentures (including medium term note debentures), preferred shares and commercial paper with a 
stable outlook. 


In July 1997, the Dominion Bond Rating Service (DBRS) confirmed the existing ratings of the same 
securities. DBRS assigned a stable trend to all securities except commercial paper. DBRS has assigned a 
negative trend to the commercial paper programs of R-1 (middle) rated Canadian telecommunications 
companies including BC TELECOM and BC TEL. 


The table below provides both agencies’ current ratings for all rated BC TELECOM and 
BC TEL securities. 


CBRS DBRS 

BC TELECOM 

Debentures ... 1... 025) ASSOLE WO BBBS 997) A SPRQTOIN, ANY OT TOUCHES A (High) A 

CommiercialsPaper ts 2s Fee Ra ae Ge TRS eer ce cen re ae A-1 R-1 (middle) 
BC TEE 

First MortgdgesBonds 2535) 28 Jo sey Jeagiel. algnie and? Jaszsiqst.a) awa: A+ (High) A (high) 

je aol 1 AY <2) See hapa hala a oe ie ea, ics SR AN eR aia oy cet ae if A+ (Low) A (high) 

Commercial Paper 32. 0 asin a neem Wate Or aly Nhe ote ses eae A-1 + R-1 (middle) 
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Regulatory and Business Environment 
Developments in Local Service 


In April 1997, the CRTC approved BC TEL’s proposal to consolidate its existing 11 rate groups into seven. 
The consolidation resulted in selective increases to residential local-service rates and selective decreases to 
business local-service rates. The increases constituted another step in BC TEL’s plan to bring local-service rates 
closer to their associated costs. 


On May 1, 1997, the CRTC issued two landmark decisions. The first decision established the regulatory — 
framework for local-service competition, effective January 1, 1998; the second decision specified the price cap 
regime to take effect the same date. 
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The local competition framework features: 


¢ Mandated interconnection arrangements between all local exchange carriers whether incumbents 
(current telephone companies) or new entrants. 


¢ Mandated unbundling of ‘essential’ service and facility components required by new entrants — central 
office codes, subscriber listings and local loops in rural areas. To facilitate competition in the early stages, 
incumbents’ local loops are deemed ‘essential’ during the first five years. 


¢ The requirement that telephone companies remain subject to carrier-of-last-resort obligations, until 
satisfactory resolution of issues related to providing service to high-cost areas in a fully competitive 
environment. 


¢ Since full rate rebalancing could lead to significant residential rate increases, the subsidy from 
long-distance services is to be maintained at some level to promote affordable access to basic 
residential service. 


¢ A portable contribution approach, whereby a local-service subsidy will be available to all carriers who 
provide residential services. 


¢ Unrestricted resale of incumbent’s unbundled components and retail services is to be allowed, but 
incumbents are not required to provide discounted rates to resellers. 


The second decision specified that the Price Cap Index (PCI) will consist of: 

¢ the Gross Domestic Product Price Index as the inflation measure; 

* a productivity offset of 4.5%; 

* limited exogenous factors arising from events beyond the telephone companies’ control. 


The PCI will apply to a single basket of Utility segment services; that single basket is to be divided into 
three sub-baskets: 


* basic residential local services; 
* single and multi-line local business services; 
* remaining Utility segment services to be determined in a follow-up proceeding. 


There will be no earnings sharing overlay; in other words, no requirement for telephone company earnings 
that exceed a specified rate of return to be passed on, in whole or in part, to subscribers. The initial plan will be 
subject to review in four years. 


The CRTC subsequently conducted a proceeding to address the level of residential local-service rates to 
coincide with the start of price caps. On December 18, 1997, the CRTC granted BC TEL an interim average rate 
increase of $2.84 to its residential basic rates, effective January 1, 1998. In that proceeding, BC TEL said its 
requested rate increases would not allow for full recovery of the estimated revenue requirement shortfall at the 
start of price caps. 


The Company had proposed a Factor-A adjustment to its price cap formula which would provide additional 
room — beyond the basic price cap limits — for additional increases to local rates during the price cap period. 
The CRTC indicated in its decision that it believes that a Factor-A adjustment is a possibility for BC TEL. This 
matter will be further addressed in the CRTC’s final determinations to be issued in March 1998. 


In the same proceeding, BC TEL proposed to reduce many of its business single-line and multiline rates to 
more closely reflect the cost of providing those services. In its interim decision, the CRTC denied the business 
restructuring proposal, on the basis of concerns that the proposed rate reductions might lead to the need for 
even greater residential rates increases. On February 9, 1998, BC TEL submitted a revised proposal that 
includes decreases in urban business rates and increases in areas where prices have traditionally been lower 
than costs. 
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Forbearance on Long Distance Services 


In a December 1997 decision, the CRTC granted regulatory forbearance to the Stentor Operating 
Companies (SOCs) for their toll (both basic toll and discount toll) and toll-free services, with respect to most of 
the provisions of the Telecommunications Act. In particular, the SOCs will no longer be required to file tariffs 
and seek CRTC approval for the rates they charge for their toll and toll-free services. The rates for these 
forborne services will no longer be required to pass an imputation test. In other words, the services no longer 
need to be priced above certain prescribed floor levels. 


However, the CRTC imposed restrictions on the SOCs’ basic toll services, reflecting concerns that revenues 
from basic toll services could be used to subsidize below-cost pricing in other toll and toll-free market segments 
to the detriment of workable competition and of subscribers in less competitive areas. The two conditions are: 


¢ An upward pricing constraint on each basic toll rate schedule. Rate increases within a schedule are to be 
offset by corresponding decreases in the same schedule, so that there is no change to the weighted 
average rate for the schedule. 


¢ A prohibition against route de-averaging of basic toll rates. This is to prevent the SOCs from raising rates 
for users in high-cost remote areas where there is no effective competition. 


In its forbearance decision, the CRTC also removed the restriction preventing the SOCs from bundling 
terminal equipment with network services. The CRTC re-affirmed that bundling toll and toll-free services (now 
forborne) with telephone company local exchange services will still be allowec; subject to constraints specified in 
an earlier decision. 


Other Issues 


In April 1997, a proceeding was initiated to consider whether the SOCs should continue to be prohibited 
from joint marketing cellular products and services with other communications services. In June 1997, the CRTC 
expanded the scope of the proceeding to include issues related to the bundling by a telephone company of 
tariffed services with: 


* services of an affiliated company; 

* services of a non-affiliated company; 

* non-telecommunications services offered in-house by the telephone company (e.g. broadcasting services). 
The public process closed in July 1997 and a decision is still pending. 


With respect to international long-distance services, the CRTC issued a decision in May 1997 allowing the 
SOCs to participate in the international simple resale of Teleglobe’s international private lines. The decision 
puts the SOCs on an equal footing with their competitors in international long-distance services. In 
December 1997, after a further review, the CRTC rescinded the prohibition against international switched 
hubbing, which entails routing Canadian overseas traffic to a second country over resold Teleglobe international 
private lines, and then routing the traffic to a third country via the international public switched telephone 
network. Allowing switched hubbing, the CRTC ruled, would be in line with policy objectives of ensuring reliable 
and affordable telecommunications for Canadians, enhancing the efficiency and competitiveness of Canadian 
telecommunications, and encouraging investment in Canadian transmission facilities. 


In February 1997, the SOCs and Teleglobe Canada reached a new three-year agreement on routing 
international traffic through Teleglobe. The agreement allows BC TEL to continue its relationship with 
Teleglobe for the majority of overseas direct dialed traffic, while allowing the flexibility to use alternate routing 
arrangements through foreign carriers’ services, such as international simple rebate and switched hubbing. 


The agreement establishes minimum traffic volumes that the SOCs will route through Teleglobe’s network 
in return for a 15% annual reduction to Teleglobe’s tariff. Also, Teleglobe has agreed to terminate calls to 
Canada through the SOCs for a proportionate amount of inbound overseas traffic, and to continue leasing the 
Canadian fibre ring network supplied by BC TEL and the other SOCs. 
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Outlook 


This outlook contains forward-looking information with respect to BC TELECOM and certain of its 
subsidiaries. This prospective information, by its nature, necessarily involves risks and uncertainties that could 
cause actual results to differ materially from those contemplated by the information presented. The dynamics of 
the marketplace and the impact of recent and pending CRTC decisions may lead to such differences. 


Accounting Policy Review 


The continued use of accounting principles applicable to the telecommunications industry in Canada 
(regulatory accounting provisions) assumes that the approved rates are adequate to recover costs over time, and 
can be charged and collected from customers. Introduction of price cap regulation and local service competition 
in 1998 will remove the assumption of cost recovery and require BC TEL to discontinue the use of regulatory 
accounting provisions. BC TEL is performing valuation tests on capital assets while awaiting a final CRTC 
decision regarding implementation of price cap regulation and local rate increases, which will impact the results 
of such tests. 


The discontinuance of regulatory accounting provisions will result in immediate charges against earnings for 
those assets and liabilities, such as business transformation costs and inside wire assets, that have been deferred 
under regulatory accounting provisions, and for any capital assets requiring adjustments as a result of valuation 
tests. Also, BC TEL’s capital assets would be subject to realizable value tests on an ongoing basis. If necessary, 
such revaluation would also be charged against earnings. 


Year 2000 Challenge 


BC TELECOM operates telecommunications networks that are comprised of complex systems of switches 
which are interconnected with other network equipment and the equipment of other telecommunications 
companies. We also make use of computerized information technology to carry out many business processes. As 
a result, the Year 2000 issue could impact the operations of BC TELECOM and its subsidiaries, including 
processes, systems and business functions. 


Due to the importance of information technology to its operations, BC TELECOM has had an active 
Year 2000 program in place since 1996. The objective is to ensure that our processes, systems and business 
functions will be ready for the Year 2000 transition. Our Year 2000 program has been developed in conjunction 
with our principal shareholder, GITE Corporation, whose Year 2000 program has been certified by the 
Information Technology Association of America. 


BC TELECOM’s Year 2000 program consists of inventory, assessment and analysis of systems, networks 
and business processes, the remediation of impacted software and systems, and the verification of proper 
functioning by way of validation testing. Progress on the Year 2000 program is reviewed by senior management 
on an ongoing basis and updates are provided on a regular basis to our Board of Directors. 


In 1997, we completed an inventory of business applications and identified those lines of computer software 
code requiring modification. As of December 31, 1997, we had completed modification and readiness testing of 
approximately two-thirds of the identified lines of code. The remaining lines of code are scheduled for 
completion and testing in 1998. 


We’ve also contacted significant suppliers for the purpose of determining the extent to which 
BC TELECOM and its customers are vulnerable for the failure of these suppliers to remedy their own 
Year 2000 issues. 


We’ve developed a detailed list of key suppliers and we’re working with Stentor Alliance members, 
GTE Corporation and members of the Canadian Year 2000 Telecommunications Industry Forum to share in 
managing supplier product testing. This activity is still ongoing, due to the business community’s relatively recent 
response to the Year 2000 challenge. Continued success depends on the timely delivery of Year 2000 compliant 
products from our suppliers. 


Our telecommunications networks are interconnected with networks of other service providers. Any failure 
of these other networks may have an adverse impact on BC TELECOM and our customers. Although we 


G-37 


currently expect that our networks will be ready for the Year 2000 transition, we are engaged in discussions with 
other national and international telecommunications service providers, through active participation in industry 
forums, for the purpose of exchanging and coordinating a response to the Year 2000 challenge. 


To date, we are pleased with our progress in addressing the Year 2000 challenge. We currently believe that 
our essential processes, systems and business functions will be ready for the Year 2000 transition. 


Total Year 2000 program costs are estimated at approximately $60 million, of which $16 million is 
attributable to the purchase of network equipment which will be capitalized. The remaining $44 million consists 
of direct Year 2000 costs which are expensed in the year incurred. To date, BC TELECOM has expended direct 
Year 2000 costs of approximately $13 million. 


Revenues and Expenses 


Local-service revenue growth is expected to continue in 1998, albeit at a lower growth rate than in 1997. 
New local-service competition and softness in the B.C. economy will contribute to the lower growth rate. 
Customer access line growth is expected to be about 2.8% — below 1997’s 3.6% growth rate. In addition to 
growth in demand for service, the $2.84 average monthly increase in local-service rates for residential lines 
effective January 1, 1998 will also increase local exchange service revenues in 1998. 


We also expect revenue growth from BC TEL Mobility Cellular— despite the addition of two new 
PCS competitors in 1997. The subscriber base will continue to grow in 1998, albeit at a lower rate than in 1997. 
Average monthly revenue per customer will continue to decline and customer churn rates are expected to 
increase, primarily due to intensifying competition in the marketplace. 


Long-distance service revenues are expected to continue to decline in 1998 as all competitors continue to 
compete and price aggressively. Average market share is expected to decline to about 70% in 1998 compared to 
72% in 1997 and 76% in 1996. 


BC TEL expects to achieve further reductions in core operating expenses in 1998. These savings will be 
reinvested primarily in strategic initiatives to protect and grow core local, long distance and wireless businesses, 
to grow new services such as high-speed access and interactive multimedia and to take advantage of new 
business opportunities. 


Liquidity and Capital Resources 


BC TELECOM has made substantial commitments as part of its planned capital expenditure program for 
1998, and to a lesser extent for subsequent years. It is estimated that gross capital expenditures will be 
$570 million in 1998. BC TELECOM expects to finance this capital expenditure program with cash generated 
from operations. 


A prospectus dated October 31, 1996 provides for the issuance of up to $500 million in BC TEL 
medium-term note debentures over a two-year period. By the end of 1997, $210 million had been issued. No 
further issues of this debt are expected in 1998. Sinking fund redemptions of BC TEL first mortgage bonds and 
market purchase of any outstanding securities of BC TEL or BC TELECOM will be undertaken in 1998 
where warranted. 


Litigation 


Rogers Communications Inc. brought an action in the Federal Court (Trial Division) against the Attorney- 
General of Canada and BC TELECOM Inc., seeking an order that the Governor General in Council acted 
without jurisdiction in issuing a Direction under the Broadcasting Act permitting a subsidiary of 
BC TELECOM Inc. to apply to the CRTC for a broadcasting distribution undertaking licence. This matter was 
heard by the Federal Court in October 1997 and judgment has not been pronounced. 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 
FOR THE YEAR ENDED DECEMBER 31, 1996 


Earnings Overview 


BC TELECOM’s common share earnings for 1996 were $234.4 million or $1.90 per share compared to 
$240.3 million or $2.00 per share in 1995. These results include the loss in 1996 of $10.7 million or $.09 per share 
from discontinued operations — principally the disposition of assets of MPR Teltech, a wholly-owned subsidiary 
of BC TELECOM. Common share earnings in 1995 included a gain of $25.6 million or $.22 per share resulting 
primarily from the sale of our interest in PMC-Sierra, Inc., a high-tech semi-conductor company. 


The following sections discuss our consolidated operating results and financial position, with reference to 
specific subsidiaries or businesses where appropriate. The information pertains to our continuing operations; the 
accompanying financial statements and notes include detailed information on discontinued operations. 
Results of Operations 


Operating Revenues 


Operating revenues increased 8.3% or $192.6 million to $2,517.2 million in 1996 from $2,324.6 million in 
1995. Primarily, this increase reflects higher local-service revenues as a result of growth in the number of 
BC TEL and BC TEL Mobility customers and an increase in monthly service rates for basic telephone service. 
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1996 1995 Increase Change 
($ millions) 
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The provision of local exchange services to business and residential customers accounted for $98 million of 
the total increase in local-service revenues. A $2 per month increase in basic business and residential service 
rates that became effective January 1, 1996 accounted for approximately half of this increase. Another factor was 
a 3.8% increase in customer access lines —up from 3.1% in 1995. While the increase in the number of 
residential lines remained at the 45,000 level, business line growth increased to 42,000 lines in 1996 compared to 
24,000 in 1995. This growth reflects both increased demand for Internet access and the continuing growth in 
B.C.’s tourism industry. 


Strong growth in BC TEL Mobility Cellular’s business in 1996 resulted in a $42-million increase in local 
cellular revenues. Our cellular subscriber base increased 37% to just over 300,000 at year end, while average 
monthly revenue per customer declined 9% to $80 from $88 in 1995. 


Also contributing to higher local-service revenues was a $14 million increase in revenues from our 
SmartTouch™ portfolio of enhanced services, reflecting higher market penetration rates for all services and a 
large increase in pay-per-use services. Year-end market penetration rates were about 25% for Call Waiting, just 
under 15% for Call Display and over 10% for Call Answer. A $10-million increase in revenues from competitors 
for interconnection with BC TEL’s network plus smaller increases in directory assistance charges, private line 
services and non-recurring charges accounted for the remainder of the increase in local-service revenues. 
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Revenues from message toll and other long-distance services declined 6.9% or $58 million in 1996. 
Although calling volumes declined only slightly, per-call revenue declined more than 5% as long-distance prices 
continued to fall. On a revenue basis, BC TEL’s average market share declined 7% last year to 76%, with the 
most significant loss in the residential market. The rate of market share loss slowed in the latter part of 1996, in 
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part due to the introduction of the Real Plus Extra™ savings plan and by packaging our long-distance service 
with free or discounted Sympatico™ Internet service. 


Partially offsetting this decline, BC TEL’s net share of long-distance revenues pooled with other Canadian 
telephone companies was $37 million more in 1996 than 1995. This increase was primarily the result of a larger 
revenue pool available to be shared by the Canadian telephone companies. In addition, BC TEL Mobility 
Cellular accounted for a $6-million increase in long-distance revenues. 
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Higher revenues from BC TELECOM’s non-regulated businesses accounted for $23 million of the increase 
in this category. Not included here is the significant increase in cellular revenues — which is reflected in the 
local and long-distance service revenue categories. ISM-BC reported higher external and project-related 
revenues, BC TEL Advanced Communications recorded higher revenues from Ubiquity broadband services, and 
BC TEL Interactive reported an increase in revenues from the introduction of Sympatico Internet service and 
from BC TEL Discovery Learning services. 


BC TEL reported a small overall increase in other revenues. Directory advertising revenues increased 
$4 million, primarily due to higher advertising rates. Uncollectible revenues, which are netted in this category, 
decreased $7 million due to an improvement in bad debt recoveries. Partially offsetting these changes was a 
decrease in terminal rental revenues of $7 million, as that market continues to decline. 


Operating Expenses 


Operating expenses increased 7.1% or $125.4 million to $1,896.5 million in 1996 from $1,771.1 million in 
1995. About 85% of this increase is attributable to BC TELECOM’s non-regulated businesses and to higher 
depreciation expense, while only 15% is attributable to the ongoing operations of BC TEL. 
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Reflecting significantly higher revenues from non-regulated businesses, related operations expenses 
increased $45 million in 1996. BC TEL Mobility Cellular accounted for more than half of this increase. It faced 
higher costs of supporting a significantly larger customer base and higher acquisition costs as a result of B.C.’s 
intensely competitive cellular market. ISM-BC, BC TEL Interactive and BC TEL Advanced Communications 
contributed most of the remaining increase in operations expenses for our non-regulated businesses. 


Reflecting a continuing emphasis on cost restraint, BC TEL’s operations expense increased just 1.8% or 
$21 million in 1996. The major contributing factors were: 


* higher workforce transformation amortization costs; 


* higher selling and related expenses as a result of a more competitive marketplace — particularly in 
long-distance; 


* an increase in management incentive compensation based on operational and financial results achieved 
in 1996; 


* smaller increases in billing and collection costs, directory-related costs and property taxes. 


Partially offsetting these increases were lower expenses for repair and maintenance, operator service, order 
processing and other plant operations. These savings stemmed primarily from our voluntary retirement and 
separation programs that reduced the number of BC TEL employees by 1,450 during 1996. 
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On a corporate level, operations expense was $14 million higher in 1996, since 1995 included a credit 
amount for earlier restructuring costs. 


% 
1996 1995 Increase Change 
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The increase in depreciation and amortization expense was due primarily to the growth of BC TELECOM’s 
asset base, as discussed in the Liquidity and Capital Resources section that follows. BC TEL accounted for 
$31 million of the increase; our non-regulated businesses the remaining $14 million. BC TELECOM’s composite 
depreciation rate increased slightly to 7.4% from 7.2% in 1995. 


Other Income 
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The decrease in other income reflects two partially-offsetting factors. BC TELECOM recorded a 
$10-million investment loss in 1996 including a $7 million loss on its investment in Medialinx, relating to start-up 
and development costs for interactive multimedia applications. At the same time, BC TELECOM recorded a 
$6-million increase in interest income in 1996 due to higher investment balances and interest on tax 
reassessments. 


Financing Costs, Net 
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Interest expense declined $7 million in 1996 due to lower prevailing rates of interest and actions taken to 
minimize interest costs. These actions included redeeming the 972% Series AF First Mortgage Bonds in 1996. 
Partially offsetting this change was a $3-million decline in the allowance for funds used during construction 
(AFUDC) which is netted in this category. The AFUDC rate declined to 8.96% in 1996 from 10.59% in 1995. 


Income Taxes 
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Higher pre-tax earnings increased income taxes by $33 million in 1996. An increase in the effective tax rate 
from 47.5% to 48.2% accounted for the remainder of the increase. A detailed reconciliation of the statutory 
income tax rate to the effective rate is included in Note 5 to the financial statements. 

Liquidity and Capital Resources 

Cash Flow 


Cash from operations before working capital increased to $786.8 million in 1996 from $672.7 million in 1995 
primarily due to increased earnings and higher depreciation and amortization charges. 


G-41 


After adjusting cash from operations for changes in working capital and deducting dividends to 
shareholders and net capital expenditures, free cash flow was negative $61.5 million compared to $23.4 million 
in 1995. 


Investing Activities 


Capital expenditures continue to represent the single largest use of BC TELECOM’s funds. These 
expenditures allow us to: 


* satisfy the continuing growth in service demand; 
* increase the operating efficiency and productivity of both our wireline and wireless networks; 
* introduce new products and services into an increasingly competitive marketplace. 


Gross capital expenditures totalled $590 million in 1996 compared to $597.8 million in 1995. Investment to 
provide regulated voice and data services accounted for $435 million of the 1996 expenditures. As part of our 
ongoing network modernization and expansion, 14 local switches were converted to digital technology and 
13 exchanges were upgraded to individual line service. In addition, last year saw a major deployment of 
Integrated Services Digital Network (ISDN) offerings to meet growing demand for high-speed digital services. 


BC TELECOM’s non-regulated businesses accounted for $155 million in capital expenditures, of which 
$86 million was invested by BC TEL Mobility Cellular. Our cellular company added 72 analog and 61 digital 
(CDMA) cell sites during the year. The CDMA digital deployment was completed in the Greater Vancouver 
area and is ready for commercial launch in early 1997. 


Dividends 


Dividends to common shareholders totalled $161.7 million in 1996, representing 64% of earnings from 
continuing operations. For the 10 consecutive year, the Company increased its common dividend. The 
quarterly rate was increased by $.01 to $.33 per share in the second quarter. 


Financing Activities 


In 1996, BC TELECOM issued 2.2 million common shares for $50.3 million, primarily through the 
Dividend Reinvestment and Share Purchase Plan. This plan was modified effective July 1, 1996 to permit a shift 
to the purchase of BC TELECOM shares on the open market. 


BC TELECOM had a total of $159.4 million in commercial paper notes outstanding at year end—a 
decrease of $63.5 from the $222.9 million outstanding at the end of 1995. These notes have been reclassified as 
long-term debt on the balance sheet on the basis of the availability of a $180-million long-term credit facility 
agreement. 


BC TEL issued an aggregate of $150 million in structured medium-term note debentures during 1996. The 
five issues provided all-in funding at a cost 12 to 17 basis points below the 90-day bankers’ acceptance rate. 
During the year, BC TEL redeemed $75.9 million of first mortgage bonds, as permitted under the terms of the 
trust deed. 


Credit Ratings 


On April 9, 1996, the Canadian Bond Rating Service (CBRS) reaffirmed the existing ratings of 
BC TELECOM Inc. debentures and commercial paper and the ratings of BC TEL first mortgage bonds, 
debentures (including medium-term note debentures), preferred shares and commercial paper with a stable 
outlook. 


On May 9, 1996, the Dominion Bond Rating Service (DBRS) confirmed the existing ratings of the same 
securities. DBRS assigned a stable trend to all securities except commercial paper, which was given a negative 
trend. 
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The table below provides both agencies’ current ratings for all rated BC TELECOM and BC TEL 
securities. 


CBRS DBRS 
BC TELECOM 
Seal OSPR SS Se: I PR eters accent oe em A (High) A 
Ree UCIAN ADC oe once cok aN ate ses opel att ata cia cial sy tal A-1 R-1 (middle) 
BC TEL 
IiemeniOrtease DOUS ceo ce te | aishs che 8 Bs ne eyes eg ee eae re a A+ (High) A (high) 
BOONE CCIE Pe a ia he  ctiy ae eee ie ae Maciel oi 6 oe HS us Suake a ws A+ (Low) A (high) 
“yoyFep delle e221 a1 beng ea Re RS aE I OR cal ee ee Nm ea A-1 + R-1 (middle) 
PARC ECS Oe a et cnc coe es Ss fo Fhe Wn IN SRLS we ae Gh ose 8 sly P-1 Pfd-2 
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BC TELECOM INC. 


AUDITED COMPARATIVE CONSOLIDATED 
FINANCIAL STATEMENTS 
FOR THE YEARS ENDED 
DECEMBER 31, 1997, 1996 AND 1995 
AND NOTES THERETO TOGETHER WITH 
AUDITORS’ REPORT THEREON 


AUDITORS’ REPORT 


TO: THE SHAREHOLDERS OF BC TELECOM INC. 


We have audited the consolidated balance sheets of BC TELECOM Inc. as at December 31, 1997, 1996 and 
1995 and the consolidated statements of earnings, retained earnings and changes in financial position for the 
years then ended. These consolidated financial statements are the responsibility of the Company’s management. 
Our responsibility is to express an opinion on these consolidated financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the consolidated financial statements 
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the consolidated financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall consolidated 
financial statement presentation. 


In our opinion, the consolidated financial statements appearing on pages G 46 — G 59, inclusive, present 
fairly, in all material respects, the financial position of the Company as at December 31, 1997, 1996 and 1995 and 
the results of its operations and the changes in its financial position for the years then ended in accordance with 
generally accepted accounting principles. 


Vancouver, B.C. (Signed) ARTHUR ANDERSEN LLP 
January 22, 1998 Chartered Accountants 
(except with respect to the matter discussed in 

Note 20, as to which the date is October 19, 1998) 
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BC TELECOM INC. 
CONSOLIDATED STATEMENT OF EARNINGS 


Operating Revenues 
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Earnings per Common Share ($) 
Earnings from ‘continging operations <2, nen). 5) eee a 


Common share earings . Fi; 9 S.00-Bs: ihe co Ren Pe bg: Bee Pe. CaS 
Average Common Shares Outstanding (thousands) ................... 


BC TELECOM INC. 


Years Ended December 31 


1997 


$1,403.2 


799.4 
552.0 


2,754.6 


1,493.2 
574.0 


2,067.2 


687.4 
11.0 
137.2 


561.2 
274.1 


287.1 
4.0 


283.1 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 


Balance atibeginning OMyear ws, 268s oe soap ae he es ee ee 
Net earnings: me Sr. 6! sasedet wnuhenves ede eage We pinticnes tye eee a eee een eo ten 


Less'— Preference and. preferred share dividends... 3. ese es see 
— Common share dividends 


CMC On) Cee CPP Oeth Th OG eth chet Cem, Pat? OL) 0 .Cey 


Balance at end of year 


© (el 9 le Mumletve ie) 6 (0.@: je “0 ee le) 1e 16) © Jelnerue) imide) (@ (6) (67 le, 16) | 1a) ia) >) .eveulel se) (er ce. le 
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1996 
(millions) 


Si2his 
805.8 
493.9 


2,9b7.2 


1,398.8 
497.7 


1,896.5 


620.7 
7.8 
13933 


489.2 
234 2 


252.0 
3.4 


248.6 


(3.4) 
(7.3) 


1995 


$1,033.4 
821.4 
469.8 


2,324.6 


1,318.7 
452.4 


1,771.1 


JI 
1s 
143.0 


421.8 
200.4 


221.4 
3.2 
VA woe) 


(1.8) 
27.4 


Years Ended December 31 


1997 1996 

(millions) 

$ 957.2 $ 884.5 

286.7 2a1o 

1,243.9 1,122.4 

Se) 35 

167.2 1617 

S073 2 en 9 one 


1995 


BC TELECOM INC. 
CONSOLIDATED BALANCE SHEET 


December 31 


1997 1996 1995 
(millions) 

Assets 

Current Assets 
Demporaly invesumem net ot bank indebtedness ..2 si. nk wy. wee ce ha a a 5 — 
EMSC eCIVAIC UNOLE "O) aren ne fat cle tine tt eT cite te ae ee Bey 473.8 447.5 
Pregcia xpenses- aid Other: en: 28 2.. myt eae Myths 6 tt Gh hb theetete 51.8 55.6 43.3 
Net assets of discontinued operations (Note 18).............0.0004. (2.7) 8.6 18.6 


Other Assets 


Reese sec avaDlen wes oes Po oe PR yty Chrieig og rr dat thes 30.3 28.3 26.9 
Dercrcaulcuarges (Note), approves .cuuily dnensing, approves LOWS fer, 189.8 200.9 121.0 
investments NOteS)iinsceves Wintchiatent te Adchuatiad trentradanent cee 29.6 26.9 823 
Goodwuband. other! 3.6 deasyenet ears nv tase ba i sates as a s FPO! 22.5 17.8 45.2 


Property, Plant and Equipment 


Bulldingssplant and equipment, net.(Note 9)... . 2... ee cee Spt Mrhae tedaliae! Omer osO44-) 
IMRT. SRR ee SSNS hers eye ao et ukees Wake cate ses he See o1e, 40.1 40.1 
PiOpetty Undermconsiiucion oe Prov ONS: Oke, LS, PEROnmog ele ae 145.0 136.0 133°5 
mateniaiscand: supplies \. deciion ve gareine: npleme meal Gl prio, Sa Ne 44.4 47.9 64.9 


Liabilities and Shareholders’ Equity 
Current Liabilities 


Bank indebtedness net of temporary investments ..............-.05- $ — Sormde7.4 deteqe 3.0 
Shatt-termrobligations (Note 1 )i. ce.) cnrecn ten: ancsle na eae iieioemeaosks Ztais 110.6 247.0 
‘Accounts. payablevand ‘accrued liabilities 4.3.05. 4... 2. cue dies oe alee 380.7 470.1 392.6 
AN COMCREANGSADAV AINE (icc) SVS nteerise aie, RONG « SUct id. OR Oke wos eeee etn 56.6 Disp) 123 
PUI IGODUS PAV ADIOS surtee cy: 1 catesee BSNS i Rese Aaetl saeet amet: Sao  grah oc 42.9 41.6 59.) 
Advance billings’ and customer-deposits' Ah} 2.208 SAPP PARIS IEA 86.6 78.3 74.2 
838.9 135.3 828.8 
Other 

PODS ACTNEUCDIANULCE A) Sita smatcs sient iin ~ Stee che SIRE eon fy eee cae a 1,250.1 1,441.5 1,308.1 
DI STE Tre DCO ARCS age oon slieenss nS eins oS av as Sua aMee Re ie a eopee eel es 265.6 304.5 300.5 
POst-cmipunyiient Dette ODMSANOUS yo \.n.s gas ais wo easescalsctisjicueSauhieacns le + 43.4 31.8 24.0 
Otherione-termvliabilities.:.f¢ are: cehordetl: athe ower Of Ooch ar ittdied 3953 17.4 15.0 
1,592:4 . 1;79§22 ** 1{647.6 
DAIHORICY EMLELCSE: .. doss ceent eh vos aire elec g ale se tell oy ghannesle Gem ondy wcctly eb) 5 cela h MNS. cee ee) 6.1 5.4 

Shareholders’ Equity (Note 13) 
CONRMEOSCOUICY REET ne tes ag x er cy set Stee ea ae Pee 2,283.6 2,159.4. 2,036.3 
Pe emt 0d BEC CLL CC SAC ea 5 diate ote dg souls Sis « he © 69.7 69.7 70.1 


Commitments and Contingent Liabilities (Note 15) 


APPROVED BY THE DIRECTORS 


(signed) BRIAN A. CANFIELD (signed) BARBARA J. RAE 
Director Director 
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BC TELECOM INC. 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


Years Ended December 31 


1997 
Operating Activities: 
Eargings from .contimuins,operationS 55.0. cole Lie oe oe eee ee $ 283.1 
Depréeciager and -amantization =. 6 Ue kon Abdo eine ate Ear ee peed Pa 574.0 
Welerremancome: Taxes 4.2, 6, ke, ke ee ema aes (38.9) 
Allowance for funds used during construction ........0.00 ee eee eee (10.7) 
RINSE Rehm cf POKES oho ic xi cies Gute mid Giickdnetourte Giada Ae Mee ee ee 35.9 
843.4 
Decrease (increase) in non-cash working capital (Note 14).............. 78.0 
cash fromeoperations~ iid 3 si.5 icc ee has a A She Ae eR eS 921.4 
Less. = Dividends ipogshareholders:).4..,-fin. yang bas bie! Oe ee eee 170} 
730.7 
Financing Activities: : 
Connon shares iasuediines. sie Viioarity: Petersen 525.2555. eee aes oe 8.2 
On ptee Linge UMSEUC Gere he a, G Gin oot a acn Uae Wag a Eee PRs Lae 208.6 
Changerimusnort-tetmanotes payable: Wa 6). ss tae Shee © oo ae eaten sale 20.4 
REOCTDUGHS (OL lONvateIIn CeOl trot ia a sk. «hum eherae 6 > <i che euGe aN pieuas (259.4) 
NER OT mecremeneie. Ramer os wee aNeGR Ge Haves ssand ce ose geo ehe Suan ae wae ay, 
{19'5) 
Investing Activities: 
Capital, expendifiiresfnet®. (4d. pasos eee s oes ae » SSR YOL IP TOGMS (592.0) 
Decrease‘m-matertals.and supplies capitalized ;<:2s2::2.:25% gh 540. 2% aD 
salvage Vale Olplant metited. Met iene: Mrscnir tt cnet wo Mae me cree ae ee (2.8) 
Increase, in, Investments anGd.otherassels ae s.. =. ak «wien os wats tho eae (12.9) 
Proceeds on disposition of MPR Teltech Ltd. assets (Note 18) ........... 15.5 
Increase. ilons-tesuisleases weceivabler feo... Ga. A. k nee Phe eo. (2.0) 
(590.7) 
Cash Position: 
Net increase, (decteasey GCULING Ine Vealen s..cisncr cit ch ok fie eee cee 140.5 
BERINMINE OF VCAT MK rd tcoks wp PAEN Ako teats, ysl atest cml We. oa eee 8 (7.4) 
ond of yearn, (2.8. C088 as 6 2: bin AM AOE RINE, ok, Se he, 13332 
Represented By: 
Banksindeptedmess rte: amieten ale cs fiery ramen Chere cc syn ar s eect ee (23.8) 
TEMPOTSVaNVestIMeNtSm, os ewe ens ee ee eee ee eR eae ee 156.9 
na 


G-48 


1996 
(millions) 


$ 248.6 
497.7 
4.0 
(6.6) 
43.1 


786.8 
(99.7) 


687.1 
165.2 


5289 


50.3 
169.0 
(63.5) 

(108.2) 

2.4 


50.0 


(583.4) 
16.9 


(576.3) 


(4.4) 
(3.0) 
(7.4) 


(13.7) 
6.3 


$ (7.4) 


1995 


$ 218.2 
452.4 
(1.3) 
(10.0) 
13.4 


67277 
94.8 


767.5 
156.3 


611.2 


79.6 
112.1 
(116.5) 
(72.3) 

ie) 


Dal 


(587.8) 
(6.0) 
(2.1) 

(48.1) 
20.0 
(1.5) 

(625.5) 


(4.4) 
1.4 


$ (3.0) 


BC TELECOM INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Summary of Significant Accounting Policies 


The accompanying consolidated financial statements have been prepared in accordance with accounting 
principles generally accepted in Canada, as they apply to the Canadian telecommunications industry, which 
is regulated by the Canadian Radio-television and Telecommunications Commission (CRTC). These 
statements conform in all material respects with International Accounting Standards. 


The term “Company” is used to mean BC TELECOM Inc. and, where the context of the narrative permits 
or requires, its subsidiaries. 


BC. TELECOM Inc. operates in a single industry segment, which is telecommunications services. The 
Company’s principal subsidiary, BC TEL, is regulated by the CRTC. In its role as regulator, the CRTC sets 
allowable rates of return, approves equity financing, approves tariffs for certain goods and services, and 
periodically issues directives which affect the accounting treatment of specific items in BC TEL’s accounts. 


The continued use of accounting principles applicable to the telecommunications industry in Canada 
(regulatory accounting provisions) assumes that the approved rates are adequate to recover costs over time, 
and can be charged and collected from customers. The introduction of price cap regulation and local service 
competition in 1998 will remove the assumption of cost recovery and require BC TEL to discontinue the 
use of regulatory accounting provisions. BC TEL is performing valuation tests on capital assets while 
awaiting a final CRTC decision regarding implementation of price cap regulation and local rate increases, 
which will impact the results of such tests. 


The discontinuance of regulatory accounting provisions will result in immediate charges against earnings for 
those assets and liabilities, such as business transformation costs and inside wire assets, that have been 
deferred under regulatory accounting provisions, and for any capital assets requiring adjustments as a result 
of valuation tests. In addition, BC TEL’s capital assets would be subject to realizable value tests on an 
ongoing basis. Such revaluation, if necessary, would also be charged against earnings. 


(a) Consolidation 


The consolidated financial statements include the accounts of all the Company’s subsidiaries of which 
the principal ones are BC TEL, B.C. Mobile Ltd., BC TEL Mobility Cellular Inc., BC TEL Systems 
Support Inc., Telecom Leasing Canada (TLC) Limited and ISM Information Systems Management 
(B.C.) Corporation (75%). 


(b) Temporary Investments 
Temporary investments are recorded at the lower of cost or market value. 
(c) Goodwill 


Goodwill, which represents the excess of the cost of acquired business over the fair value attributed to 
the net identifiable assets, is amortized over 15 years. 


(d) Property, Plant and Equipment (Property) 


Property is recorded at historical cost and, with respect to self-constructed property, includes materials, 
direct labour and applicable overhead costs. In addition, the Company capitalizes an amount for the 
cost of funds used to finance construction. This allowance for funds used during construction is based 
on BC TEL’s regulated rate of return on average invested capital for the previous year, and is included 
in income as an offset against financing costs. For new telecommunications property, the capitalization 
rate for 1997 was 9.97% (8.96% — 1996, 10.59% — 1995). 


The original cost of retired telecommunications property is charged to accumulated depreciation, and 
any proceeds on disposition are taken into income. 
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BC TELECOM INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


Summary of Significant Accounting Policies (Continued) 


(e) Depreciation 


Depreciation rates for property are determined by a continuing program of engineering studies for 
each class of property, according to the year of placing in service and estimated useful life. This is in 
compliance with regulatory requirements. Depreciation provisions are calculated on a straight-line 
basis incorporating these studies. 


(f) Income Taxes 


(g) 


The Company and its subsidiaries use the tax allocation basis of accounting for income taxes. Deferred 
income taxes are provided for on timing differences between accounting income and taxable income. 


The Company’s regulated subsidiary, BC TEL, in accordance with industry practice for telephone 
companies subject to CRTC regulation, follows the liability method of income tax allocation. This 
method requires that the balance of deferred income taxes be adjusted for changes in tax rates. 


Translation of Foreign Currencies 


Trade transactions completed in foreign currencies are reflected in Canadian dollars at the rates 
prevailing at the time of the transactions. Amounts payable and receivable in foreign currencies are 
reflected in the consolidated financial statements in equivalent Canadian dollars at the rate of 
exchange prevailing at the balance sheet date. 


(h) Leases 


Leases are classified as capital or operating depending upon the terms and conditions of the contracts. 


Where the Company is the lessor, the majority of capital leases are through its subsidiary Telecom 
Leasing Canada (TLC) Limited, which acts as a financing intermediary. The long-term leases 
receivable represent the present value of future lease payments receivable due beyond one year. 
Finance income derived from these financing leases is recorded so as to produce a constant rate of 
return over the terms of the leases. 


Where the Company is the lessee, asset values recorded under capital leases are amortized on a 
straight-line basis over the term of the lease. Obligations recorded under capital leases are reduced by 
lease payments net of imputed interest. 


Revenue from operating leases of equipment is recognized when service is rendered to customers. The 
leased equipment is depreciated in accordance with the Company’s existing depreciation policy. 


(i) Research and Development 


Product development expenditures are expensed unless they meet certain identifiable criteria 
for deferral. 


The amount charged to expense for research, development and improvement of new and existing 
products and services was $1.2 million in 1997 ($9.0 million — 1996, $8.0 million — 1995). 


(j) Interest Rate Related Contracts 


Interest rate related contracts are entered into for risk management purposes. These contracts are 
accounted for on the same basis as the underlying exposure being hedged. 
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BC TELECOM INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


Other Revenues 


1997 
Sesuceqandceqpipnientisales ... . .sjo% vay srposni -yaomitate ieinsivete baw ie $314.9 
DECIDE) GEV CM ISINNTANGASAIES Bo sr sw eee os o EStdetery BOR 158.9 
RAMU CV CUI ono x doh ovo Pee nk vio & ROae doa de 2 gO Moonta tds ban 60.5 
rte A COS PE OUI aes sy a a aco AO A ore deen eee ees a7 
$552.0 


Other Income 


1997 
DrcSGMMR ARCOMMEOIIC: Arter. Oka Aes. MRR eed kpy ial s 2 «Se Merys Ae $ 9.8 
PTIVESe PMC RUOSSIOES. PRICES, ae eee ee go te Air so RONEN oe Ee ee gs PE (8.8) 
DIECHCSONOCOICORRWTIE Ro oc ot ee wo wind He hal a ele AMM oo oo rete ab eceeat nas 5.4 
aNpRe SALCPOMPIOPEL TY. 4.0 oo ee a ee ot on se TAO ae» Ra eORs Bass 4.2 
COPS TC OTN I BAAS PUULTUILEG 5 on oo ok we 6) PMO. rs es ole Wee an ene-d ral 
Se t0 
Financing Costs, Net 
1997 
enitetest-On lONS-feruiLGeDt ae... sassy ue aia s, aicigieeciy 4 iene aie ny be sisi $146.0 
COUMETELU CT Oster aenr mer ts Seen oS One EO ReNee oie CER sheesh oke  e 1.9 
147.9 
Less — Allowance for funds used during construction.................. 10.7 
$137.2 
Income Taxes 
1997 
Citteites av DoT ths an wsated Gur vaiase ad ociape tes Bo Goby emer aiwe ee $313.0 
LB Citc a ci Prt Bean SAR RC i Se AME es a ere | PSE ME FF: Fa (38.9) 
$274.1 


G-51 


1996 
(millions) 


1996 
(millions) 


1996 
(millions) 


$142.3 


ok 

~ 
Cy O3) 
HN Olan 


1996 
(millions) 
$233.2 

4.0 


$237.2 


1995 


BC TELECOM INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


Income Taxes (Continued) 


A reconciliation of the statutory income tax rate to the effective income tax rate is as follows: 


1997 1996 1995 


Combined basic federal and provincial statutory income tax rate .......... 45.6% 45.6% 45.6% 
Federal large corporation’ capitalttaxe'S: oP. MEDESS EY: ere, ee fi 1.0 ii 
Allowance for funds used during*construction : 2:55: ¢s55.002¢0000002: ‘f ey if 
EQuity2t0ss. ik a ot AP Ste OU As Joni Ot es are See 4 v4 — 
AGiUStiMen (SiO? PLOr Yeats s.<.xsiale coke cs ek chee wera eas ce eee eee 15 6 Bt 
Other ARAM) AND UP SRN AES Oe MAE LOR Oe center. ienece: cere eee te) 6 6 
Effective income tax rate per Consolidated Statement of Earnings......... 48.8% 48.5% 47.5% 


1997 1996 1995 
(millions) 
Trade*receivables,. u.c.\.0 ota yisndetoblolas Abies omraiie cepa TOReE ene $279.5 $385.3 $355.2 
Current portion.of leases receivable.ca.).7. saeewtente (aceon tena 40.6 36.0 34.4 
OtNe ed ns, ee ooisteust ats eye’ Mette athe Pettitt oat ash tote ost kot tone 39.8 af Ses o72 


Under an agreement dated November 20, 1997, BC TEL sold, with minimal recourse, accounts receivable 
for aggregate cash proceeds of $150 million. Pursuant to the agreement, the purchaser will use the proceeds 
of collection to purchase further receivables from BC TEL. This agreement, which expires in 
November 2002, is extendable upon BC TEL’s request. 


Deferred Charges 


1997 1996 1995 
(millions) 
BVORKEIEC SEraisrOLIAtON COSLS 7 aerate tase o ois 1h). a nda oem ak os $ 74.9 $108.7 $ 32.1 
Pension plan contributions in excess of charges to income............... 67.8 54.2 54.6 
Cost of issuing debt securities, less amortization................000005 9:2 bs ted 12.4 
0105 eRe 2A ERE os i Prin mS ciad foh a ee ey me me TRC EU wee w NF 37.9 26.9 24,9 


During 1995, BC TEL began a workforce transformation program. As directed by the CRTC, the cost of 
this program is being amortized to operating expenses over five years. The amount of amortization 
recorded in 1997 was $25.0 million ($20.9 million — 1996, $.3 million — 1995). 
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BC TELECOM INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


Investments 


1997 1996 1995 
(millions) 
Investments carried at cost: 
Pioneer ictecommunicalions ilics ...... . ak us aimacernen Rann teisenniie Sec iohi bs 2)-244004 20-1 
(OUST, ote 5 fa eeu ion Oe a me emRSe LT, 5) Ae? eee en ete 8 Oe EN 353 3 3.0 
iivespaients carmiccsatiequityiond Javca! Memsiewriesttie os a cede. we eee 1.1 1.4 4.6 


9229.6049,20.9, 43 132.7 


Buildings, Plant and Equipment, Net 


Accumulated Net Book Value 


Cost Depreciation 1997 1996 1995 
(millions) 
Telecommunications assets... o.. « «6 sass ew 6s $5,429.0  $2,709.2 $2,719.8 $2,688.6 $2,643.7 
ASSO PSMCOSCRD LO-CUSLQMNCTS sic. acai. a spac «oe sc 591.5 307.7 283.8 305.9 323.0 
SLE OTTT ES a gap grape ee aN ee 555.8 PH ie 344.1 33507 340.8 
Office equipment and furniture............. ei) Gal 1333 217.8 191.0 123.7 
Assets sndér capitalulease: ./vare cheatin. Soren. =P 32.8 18.4 22.4 34.8 
LO LITS Fs ecm epee rctmepecneer cer Re ee aR ee 350.1 183.3 166.8 184.2 178.5 


$7,328.7  $3,578.0  $3,750.7 $3,727.8 $3,644.5 


The composite depreciation rate was 8.13% for 1997 (7.44% — 1996, 7.20% — 1995). 


Financial Instruments and Structured Transactions 


The Company and its subsidiaries use various financial instruments which are not reflected on the balance 
sheet, to reduce or eliminate exposure to interest rate and currency risks, and as part of structured 
financing. 


At December 31, 1997, the total notional amount of derivative financial instruments outstanding was 
$449.1 million ($394.5 million — 1996, $236.2 million — 1995). The fair market value of these instruments 
at December 31, 1997 was not significantly different from their original value. Use of these instruments is 
subject to a derivatives policy which requires that no derivative transaction be effected for the purpose of 
establishing a speculative or a levered position and sets criteria for the credit worthiness of counterparties 
with whom the Company may enter into transactions. 


The fair market value of commercial paper and leases closely approximates their carrying value. As of 
December 31, 1997 the estimated fair value of long-term debt exceeded the carrying value by approximately 
$320 million ($275 million — 1996, $207 million — 1995). 
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BC TELECOM INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


Short-Term Obligations 


Amounts due for redemption within one year, including short-term indebtedness pending permanent 
financing, are as follows: 


1997 1996 1995 
(millions) 
Notes payable*under commercial paper programs; 275 55s%...0 seen $ — $— $222.9 
Current maturities of lone-temt debt ss .ce 7 Nhs 2s SNe es on 2T2A e+ AI 24.1 


$272.1 $110.6 $247.0 


At December 31, 1997, $179.8 million ($159.4 million — 1996) of commercial paper notes and $.2 million 
($20.6 million — 1996) of current maturities of long-term debt have been classified as long-term debt on the 
basis of the availability of a $180.0 million long-term credit facility agreement. In addition, the Company had 
in place available operating lines of credit of $210.0 million ($270.0 million — 1996, $487.5 million — 1995). 


Long-Term Debt 
(a) Details of Long-Term Debt 


Series Rate Maturity 1997 1996 1995 
— (millions) 

BC TELECOM Inc. Debentures 

1 WeoO Ze. uy s'| Smee Seeded nen. coca ata, cone eR nee $ 175.0°%,"$ “1735.0 “Sa 479.0 
BC TEL First Mortgage Bonds 

AF 01 Te = NGVember seer O0S ue ere aogirn. 3 Cio d alia anak ouerens — — 73:5 
AK 00 0irg PCOFUARY ol); joo isee tea ee ee ce ey ae 30.0 30.0 30.0 
AL” 11:35%**-November“ 157 2005: °° M52 304 O. Gin BEY pat, a 118.8 120.0 
INGOT 1OS00 omer Une AZo DOU nM ida ants a hy uicte eam ae Sas i Wye 118.8 120.0 


BC TEL Debentures 


1 $2 70MP Miay 3 1S 2010S tere tt resect Ae meee, ere 50.0 50.0 50.0 
Z 11.907oseNovember 222200) ewer ele en ae 125.0 125.0 125.0 
3 1065 Ze gE E, 10 20D ee A cre in ie aA Ce a aes 175.0 175.0 175.0 
= OG ne ADU S, AUD ects. pgeteen «opr hens Con eeee RON: «cen 45.6 85.4 100.0 
5 FEO Ou att SOU Sse fe, cas tM ist Se nd ks, 204.4 164.6 150.0 


BC TEL Medium Term Note Debentures 
Issued at varying rates of interest up to 9.35% and maturing on 


Various ates NDttO: ZOU ae Mn gern oy ee oe 395.0 326.0 176.0 
Commercial paper reclassified under a long-term credit facility 

agreement issued at an average rate of interest of 459%...... 179.8 159.4 _— 
Other LongermeéDepe ee Noe ee tea ti eon a ae e's alehes « el. 6.7 14.9 


Capital Leases (Note 15b) 
Issued at varying rates of interest up to 11.75% and maturing on 


varying dates tip. to: 2OU0 Cc. cmtecy scan aug 2 ean ie iene ora aueae oem 72 17.4 22.8 
AOtAl Cewbs 5 «Shes acc: SPs Game a a ae er 15522.2. 0 5S24 13322 
Less — @orremmemiauurities ...is.0G ic « See Meee soe oe Pipe | 110.6 24.1 
Long-Term’ Deiaame . Fin WEE Pisco trots cree sees: «ee $1,250.1..581,441-5. $9308 


BC TELECOM INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


12. Long-Term Debt (Continued) 


(b) 


(c) 


(d) 


(e) 


(f) 


(g) 


BC TELECOM Inc. Debenture Issue Requirements 


BC TELECOM Inc.’s debentures are issued under a Trust Indenture dated July 15, 1993 and are not 
secured by any mortgage, pledge or other charge. New issues of unsecured debt are subject to 
restrictions as to debt ratio and ownership of subsidiary companies. The debentures may not be 
redeemed prior to maturity. 


BC TEL First Mortgage Bond Issue Requirements 


BC TEL’s property is subject to liens under the Deed of Trust and Mortgage dated March 1, 1946 
under which the first mortgage bonds are issued. The Deed of Trust and Mortgage requires either an 
annual sinking fund payment of 1% of the original principal amount of bonds outstanding or the 
pledge of additional unmortgaged property in the amount of 1.5% of the principal. In 1997, sinking 
fund payments were made in respect of the Series AL and AN First Mortgage Bonds. 


BC TEL Debenture Issue Requirements 


Debentures are issued under the Trust Indenture dated May 31, 1990 and are not secured by any 
mortgage, pledge or other charge. While the Trust Indenture is in effect, further issues of first 
mortgage bonds are not permitted. New issues of unsecured debt are subject to restrictions as to debt 
ratio and interest coverage as defined in the Trust Indenture. 


BC TEL Medium Term Note Debenture Program 


Under the terms of the medium term note debenture prospectus, a total of $500.0 million in medium 
term notes may be issued prior to October 31, 1998. The notes will have maturities, interest rates and 
other features determined at the time of issue. 


Retraction/Exchange Provisions on BC TEL Debt 
The outstanding debentures may not be redeemed prior to maturity. 


The Series 4 Debentures are exchangeable, at the holder’s option, effective on April 8 of any year 
during the four-year period from 1996 to 1999, for an equal principal amount of Series 5 Debentures. 
In 1997, $39.8 million ($14.6 million — 1996) of the Series 4 Debentures were exchanged for Series 5 
Debentures. 


Long-Term Debt Maturities 
Long-term debt maturities, excluding capital lease maturities, during each of the next five years are: 
(millions) 
APOSPOGE ai anillies OAT? rot genede AVC CARL. ACC! ai qoillien TERE aot esters DAS OTS. $259.8 
09 ih oe hye ce ee pas ee > + BID oeReoWA- sade Dae Janornsermiod bastitel 167.7 
JANI), Qa, aii apeite spn, dey iets eo mena ile WARM os Sree Cai Oe aS UCR RY he EME es eee 1175 
2001S pensay -estimaics axpemiivures for .eddieees! cocital .aaete te. 2 as aoe Alera 335.0 
2002s ential nurchass commeitberoestbabismeonadrede onbyoliod ode HOO .j+.seckooties 45.6 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


13. Shareholders’ Equity 
(a) Details of Shareholders’ Equity 


1997 1996 1995 
(millions) 
Common equity 
124,088,935 shares outstanding without par value 
(123,740,006 shares — 1996), (121,578,409 shares — 1995) .:.. $1,203.1 $1,194.9 $1,144.6 
Reéjained Carnings) 9.0.5.) ocr 4 >. Becca ae eee ee 1,073.2 D5 dad 884.5 
CoOntriDate( Str OLS iia accu ee ae ad ee ane al era eee His f Pe) (ie 


2,283.6 2,159.4 2,036.3 


BC TEL Preference and Preferred, cumulative 


Redemption 

Premium 
HOLA! CaRrClerence (chin meres costes eee ea eee 10.0% 8 8 8 
$4.375 + Preferred. .n007..26 welh hereb eicinebal: dec sti +4:0% 53 5.3 S77 
$450 {= -Preferredts «1: aj. sameabal. sunt edt soli - 4.0% 4.8 4.8 4.8 
$4.75: cia Preferredidan ens idab horsoceeis 86 nouvel wok 5/170:0% FA, Fic ae 
$4.75 ~~ Preferred (Series 1956) yaenefind gust sett ai be 4.0% 7.1 kA tet 
$5.15 Prelerted gece Mies oak ens cred a Rese: 5.0% GIES 11.5 15 
$5.75. «-Preferredi.'46 400%. aoe eee er eee 4.0% 9.6 9.6 9.6 
$6.00:1:- Preferred, tniot.c-sutesqeate ssistasdab sion-t 5.0% 4.3 4,3 4.3 
$i.dileis) PRCLESTEGG vad Jim aata SET 200t. 16 secloss 4.0% 19.2 19.2 19.2 
69.7 69.7 70.1 
‘Total: Equity’? 2.3. 0US Een ee eine 2.52 5S SR ee ee Oe SENT $2,353.3  $2,229.1  $2,106.4 


(b) Authorized Capital 


(c) 


(d) 


BC TELECOM Ince. is authorized to issue an unlimited number of common shares, an unlimited 
number of first preferred shares and an unlimited number of second preferred shares. 


Significant Changes During 1997 


The Company issued 291,696 shares during 1997 (345,224 — 1996, 79,265 — 1995) for $6.8 million 
($7.5 million — 1996, $1.7 million — 1995) through the Long-Term Incentive Share Option Plan 
(LISOP) and 57,233 shares during 1997 (5,933 — 1996) for $1.4 million ($.1 million — 1996) through 
the BC TELECOM Share Option Plan (BCTSOP). No shares were issued during 1997 
(1,810,440 shares for $42.7 million in 1996, 3,462,986 shares for $77.9 million in 1995) through the 
Dividend Reinvestment and Share Purchase Plan. 


Common Shares Reserved 
At December 31, 1997 the following shares remained reserved: 


— 1,429,710 shares for issuance under the Dividend Reinvestment and Share Purchase Plan. The 
current purchase price for the plan is based on the average weighted cost of shares purchased in 
the open market, excluding any brokerage commissions, or, at the Company’s discretion, the 
average market price in the calendar month immediately preceding the investment date. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


13. Shareholders’ Equity (Continued) 


— 565,418 shares for issuance under the LISOP. Under the terms of the LISOP, the Company has 
granted key employees options to purchase common shares at fixed exercise prices as follows: 


Year Options Granted 


On) 6 OF BF oF eye. oie a Oust © atlottotc#ens © 00 0 wo wee, ef lee © ieite oF fe 
© ‘emo! oF ‘ete Ae edle! one! le: ie 10:0 © © @) 10 1emie! @ 0) Ore ee Cher el PLOWS 10, On8 
Ce i 
Sip. 10) (6 VO sei 101.6; 10) 1, (@ lol) er (6.6) 0) 66 6 & <0. 16 6 © @ 6 ene) 6) @) 0. € 0.0: +0 


awremiem 6) fe) Sernervemme © (0.0) 6: \@ © ‘6 0,16. e <6) © 0-9, 6 © 6: 8) @ © <e 6) 0: 0: 8) 0) « 


Options 
Outstanding 
220,435 
123,781 
89,575 
52,200 
45,500 


Exercise Price 


$ 24.25 
23.75 - 26.25 
19725 202) 

1937s 22.129 
20.00 


— 1,936,834 shares for issuance under the BCTSOP. Under the terms of the BCTSOP introduced in 
1995, the Company has granted key employees options in tandem share appreciation rights and 


retention options at fixed exercise prices as follows: 


Year Options Granted 


Silo Ue (6) (0 (6,0 Wel, Oy al ey (ope: lene, eh 0s 02 enn6! ee 16 else ue, 00 se! 8) fete 8 16 6.8 56, 
i cc 


CES Seve 0): 0. wierye (o 0F 0 © olay erie ren.enre Olpe! aineyte, jor jehien «| lonies Or 0 se Hey @ 


Options 
Outstanding 
410,600 
347,368 
123,833 


Exercise Price 


$ BM ha di) 
25.25 - 25.50 
23.125 - 24.25 


Options granted in either plan may be exercised over specific periods not to exceed 10 years from 


the date granted. 


14. Working Capital 


sy 


Decrease (increase) in non-cash working capital: 


Accounts receivable 
Prepaid expenses and other 
Accounts payable and accrued liabilities 
Income taxes payable 
Dividends payable 
Advance billings and customer deposits 


Commitments and Contingent Liabilities 


Ore 6 Ve iwen tbe olen Ur lel lee 0! of Hee es veh ea en lete ele te forte je 16 edb ie ee He) o 


CFE ehS 6: 


Ce 


fe <0) fe mener bot et ete 6 eer eho me eb &) ow fe 


oo, @ oe 6 fe 6 6 ee 6 oe @ ele eo 6 0 Cue 6hele 6 0 off, @ 68s 61 0 6 


v8 ue © 8 o © © Btu e 0 @ 0 6 0 @ @ 0 © of ©Gs 0 0 fc, o ¢ je 6 16 © sie) cre 


© w) (0) 0. 6 e. 'e\,6_ \eh.e wie) ene. 0 0: “eee pe (ote 


1997 1996 1995 
(millions) 
$113.9 $(26.3) $ 10.6 
Pe 3.8 (12.3) (10.4) 
neue (80.6) (20.1) © 168 
proves, B13) 1:(47,0) I 7213 
Si Phe BS) Ly 25 
eee 8.3 41 3:2 
$ 78.0 $(99.7) $ 94.8 


(a) The Company estimates expenditures for additional capital assets to be $570 million in 1998. 
Substantial purchase commitments have been made in connection with these expenditures. 


(b) The Company occupies leased premises in various centres and has land, buildings and equipment 


under operating leases. 
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BC TELECOM INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


Commitments and Contingent Liabilities (Continued) 


At December 31, 1997, the future minimum lease payments under capital leases and operating leases were: 


Capital Operating 


Leases Leases 
(millions) 

1998S acacpeney sntemas talhto.s 4. fate Baie kektke A ees cee eo are SLIM Soe 225 
1) ra a era UN irae aR. NEARS Le OREM SEM Ga hy A 5.6 14.3 
ZOUO. pai. nen ante iiss Gina a ONE SO oie eke ei aun tee ere eee ee 2 oh ge thee 1.1 10.6 
ZOOS gs bef» vy: portal atta deig! mq emaRtobian Ne. sie tu gy nineties Re Fo siete CR? detente ER eons SEU Ce _— 8.1 
LOO 2 ois oh ino Une Mh ee 8 phn ertMpN ella Tetehaet Oho as See BEEN ee MRLHMe Rs ets RO ae otek eee ae — 6.3 
Thereafter vis aie iy. te Gioia we hae ieee 0) wee Sele aatae std ite (eto cre ad One at ae eee ner — 113.8 
"Total future mittitmtmledse payments: eee re ee et ee sy oe eae > pe 17.8" $1754 
Less imputed interest............-‘awolot ap gan storexo Benen enoice act 6 
Capitaltlease"iabilitye-. fe sorties cnet neu cine area emer Fa OEE caso ee $17.2 


Pension Plans and Other Post-Employment Benefits 


Pension plans are maintained for substantially all employees. The Telecommunications Workers Union 
sponsored pension plan for bargaining unit employees requires the Company to contribute a fixed 
percentage of employee gross earnings to trust funds. 


Actuarial valuations are prepared for the Company sponsored pension plan and the management and 
executive supplementary income plans. 


Accrued pension costs for accounting purposes are determined in accordance with generally accepted 
accounting principles, using management’s best estimate assumptions of future events. Adjustments arising 
from plan amendments, changes in assumptions, experience gains and losses and the initial net plan assets 
and obligations are amortized over the expected average remaining service life of the employee group 
covered by the plans. The cumulative difference between the amount contributed to the pension plans and 
the amount charged to income is recorded in the consolidated balance sheet under deferred charges. The 
accrued obligation for management and executive supplementary income plans is recorded in the 
consolidated balance sheet under post-employment benefit obligations. 


Based on the actuarial reports of the Company-sponsored pension plans and management and executive 
supplementary income plans, which used projected employee earnings in estimating the accrued pension 
and supplementary income obligations and market related value for asset valuation, a comparison of the 
plan assets and obligations projected to December 31, 1997 has been estimated as follows: 


1997 1996 1995 
(millions) 
Actuaridlivalue of assets! .2fsexe .isiiqes J eqoitibbe 10} .2omlibnagee. talent $983.8 $852.3 $793.1 
Actuarial: valuevof obligations nSiiscnn. dcharn mxodcavethetnaih amd 228 857:2in038023° 788.1 
Surplus... 2aiinch ioc thealiee ddr cortestpenh naddrateneabataale se sire: $126.6 $50.0 $ 5.0 


The total pension expense amounted to $60.0 million in 1997 ($57.5 million — 1996, $63.3 million — 1995). 


The Company provides supplementary life insurance to eligible retirees and certain health care benefits to 
inactive employees. The expected costs of these employees’ benefits are expensed during the years the 
employees render service and an accumulated obligation is recognized. 


G-58 


17. 


18. 


19. 


20. 


BC TELECOM INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


Related Party Transactions 


Transactions with related parties, primarily affiliates of GTE Corporation (parent company of 
Anglo-Canadian Telephone Company of Montreal, the Company’s principal shareholder) and Stentor 
Resource Centre Inc., were purchases and sales of telecommunications technology, equipment and supplies, 
directory advertising commissions and payments for services rendered under cost-sharing agreements. 
During the year the Company purchased goods and services from related parties amounting to $99.5 million 
($101.5 million — 1996, $104.1 million — 1995). Sales to related parties amounted to $7.6 million 
($4.1 million — 1996, $3.6 million — 1995). These transactions were conducted in the normal course of 
business at prices established and agreed to by both parties. 


Discontinued Operations 


In 1995, the Company’s R&D subsidiary, MPR Teltech Ltd., sold its investment in PMC — Sierra, Inc. for a 
net gain of $27.4 million, and cash proceeds to the Company of $20.0 million. 


In 1996, the Company sold substantially all the business units of MPR Teltech Ltd. Accordingly, the results 
of operations, any realized gains on sale and all estimated costs of disposition have been accounted for on a 
discontinued basis and previously reported financial statements have been restated. The remaining assets 
and liabilities have been segregated on the consolidated balance sheet under the caption “Net Assets of 
Discontinued Operations.” 


The 1997 results from discontinued operations include the sale of shares in one of the remaining 
investments of MPR Teltech Ltd. The shares were sold for gross proceeds of $18.4 million, resulting in an 
after-tax gain of $6.1 million. The remainder of discontinued results in 1997 ($2.5 million) arose from 
additional provisions relating to MPR Teltech Ltd. 


Prior Year Presentation 

The 1996 and 1995 amounts have been reclassified, where applicable, to conform with the 1997 
presentation. 

Proposed Merger Between BC TELECOM Inc. and TELUS Corporation 


On October 19, 1998 the Company agreed with TELUS Corporation to a merger of equals by way of a plan 
of arrangement pursuant to which the companies will merge and form a new public company. The business 
combination is subject to shareholder and regulatory approval and, if approved, is expected to close in 1999. 
The combination will be accounted for as a pooling of interests. 
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BC TELECOM INC, 


UNAUDITED INTERIM COMPARATIVE 
CONSOLIDATED 
FINANCIAL STATEMENTS FOR THE PERIODS ENDED 
SEPTEMBER 30, 1998 AND SEPTEMBER 30, 1997 


THIRD QUARTER REPORT TO SHAREHOLDERS 
Terms of Agreement 


The following provides a summary of our proposed merger with TELUS. More detailed information will be 
included in the material that will be mailed to you in December. 


* Share exchange: Shareholders will receive both voting and non-voting shares in the new company in 
exchange for their existing common shares. BC TELECOM shareholders will receive .75 of a voting share 
and .25 of a non-voting share for each BC TELECOM share currently owned. TELUS shareholders will 
receive .75 of a voting share and .25 of a non-voting share for each TELUS share currently held, 
multiplied by the share exchange ratio of .7773. 


¢ Plan of arrangement: The merger will be accounted for as a pooling of interests and, as such, the 
exchange of shares will be on a tax-free basis. 


* GTE ownership: GTE, which currently owns 50.8% of BC TELECOM, will have a 26.7% share of the 
merged company. GTE has advised both companies that it will vote in favor of the proposed merger. 
Total foreign ownership of voting shares will be capped at 334%, which complies with Canadian foreign- 
ownership rules under the Telecommunications Act and the Broadcasting Act. 


* Board of Directors: The new board will comprise 16 members, with equal representation from the 
existing boards of BC TELECOM and TELUS. Brian Canfield, currently BC TELECOM chairman, will 
be chairman of the new company. 


° Executive team: George Petty, currently president and chief executive officer of TELUS, will be 
president and chief executive officer of the new company. The balance of the senior executive team has 
been designated, and is an equal blend from both executive teams. 


* Company name: The new company will be called BCT.TELUS Communications Inc. until a new 
national branding strategy is developed. 


¢ Headquarters: The company will be incorporated in B.C., but will maintain executive offices in both B.C. 
and Alberta. 


Questions & Answers 
Why a merger? 


With our industry changing so radically and becoming so competitive, we knew we had to act decisively to 
position BC TELECOM to compete and grow. Going it alone was not an option. By merging with TELUS, we 
will create a new company with the size, financial strength and market leverage to compete and win in today’s 
globally competitive market. 


What does this merger mean for shareholders? 


By expanding beyond our provincial borders, our new company offers an opportunity to increase 
shareholder value. We will continue to be a leader in our current markets, and we expect to generate new 
revenues by accelerating the introduction of new and emerging services nationally. We also expect to achieve 
annual synergies by the third year of approximately $250 million in operating expenses and $115 million in 
capital expenses. 


What does it mean for customers? 


The merger is good news for customers, particularly customers who have business operations or personal 
ties across the country or around the world. Our new company will provide new high-speed data and Internet 
services to make businesses more competitive. It will also give consumers faster access to the latest products and 
services at competitive prices. 
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What does it mean for employees? 


Obviously when two companies of this size and scope merge, there will be some overlap of positions, 
particularly at the senior management level. Where there are overlaps, a variety of outplacement and support 
programs will be used. Any changes affecting union positions will be made in consultation with the affected 
bargaining units. 

At the same time, our highly skilled workforce is an important ingredient in our strategy to grow and 
leverage market opportunities in emerging services across Canada. And as we expand into new markets, we 
expect to create new employment opportunities. 
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BC TELECOM INC. 


CONSOLIDATED STATEMENT OF EARNINGS 
Unaudited (Millions) 


OPERATING REVENUES 
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OPERATING EARNINGS 
Other income 
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EARNINGS BEFORE INCOME TAXES AND MINORITY INTEREST ......... 
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EARNINGS BEFORE MINORITY INTEREST 
Minority interest 
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EARNINGS PER COMMON SHARE ($) 
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BC TELECOM INC. 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
Unaudited (Millions) 
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Net earnings (loss) 


Less’ —.Preference-and preferred’ share dividends, 02.45 0%, 2 alee so vi 


— Common share dividends 
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Nine Months Ended 
September 30 


1998 1997 

$ 1,248.8 $ 1,046.4 
718.6 761.9 
399.0 387.1 

_ 2,306.4 _ 2,195.4 
1,371.00) # 1254-7 
oid AOS Ay vgne $27.4 
1,774.4 1,679.1 
592.0 516.3 
14.1 (1.9) 

97.9 96.2 
508.2 418.2 
238.5 203.4 
269.7 214.8 
3.4 3.0 
266.3 211.8 
5306) 2 = 

ae 5.6 
(264.3) 217.4 
2.6 2.6 


$ (266.9) $ 2148 


2.12 1.68 
(2.15) 1.73 
124,213 123,886 


As at September 30 


1998 1997 
$1,072.23 “$8672 
(264.3) 217.4 
808.9 1,174.6 
2.6 2.6 
1202, ., 125.1 
$ 677.1 $1,046.9 


BC TELECOM INC. 


CONSOLIDATED BALANCE SHEET 


Assets 
Current Assets 


Unaudited (Millions) 


As at September 30 
1998 1997 


Temporary investments net of bank indebtedness .......... 0... 0000 cc eee eee $ 201.7 $ 139.7 
PRCORTIGTOORIBOR is ee eee eee Oe oe eee eee See E EH EEE OES 349.6 458.2 
Prepaid eaponses dnd Other nn. ce ewe wb esse ced ete tedned 104.7 71.8 
Wet aeeeis OL Giscontinued Operations ©... 6. ee emcee een eee eens — (2.8) 
. 656.0 666.9 
Other Assets 
REAGENT FOCOADIS Se ern cece cece cso secscte dts sce MOUBSIG 26.6 36.6 
ACN RU CUM RNAE RCS Sy ae ko gci'bs wanes aagia, oS hie orien 4 pee ay oe ee cane emo 121.6 193:7 
Deferred income: taxes! 50). sf 2 Peels es ee or ee ae eee ee 19209 — 
FOVGSCINIC NESS 5070 Sle SS SCSI Sik Oe ras aie oi oie ote een eee 4.9 par) 
COCR SEL OUNES © Oe cya acai ph nie ie tae sar ee re ne cna ace 26.8 Vid 
372.8 PAGED: 
Property, Plant and Equipment 
Dunciier wont ano equipment, Met 2... 6k... «Ys + ppepepcarenae Sacre SERED Oe Whee Dia ea NEES 
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3, LOTS. oie 
$4,130.1 $4,887.8 
Liabilities and Shareholders’ Equity 
Current Liabilities 
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Accounts payable and accrued liabilities ................ 46) AMAUDS WON 393.8 386.5 
FNCOMMG TURES POVADIE Gy. woe ea denne ew ane caw deen ae oe SNOURIIQGO QM 20.4 29.2 
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Other 
Long-term Gebtk 5 5...c ahaa tas ciclas h Rete ee eee eoarts heo eee 1,054.5 1,375.9 
Delerred ICOME taKes | 2eic er ek sas mene edn we <epesete anu aerate ety ine ern emer eee — 281.2 
Post-employment benefit obligations .... 341) MO IAAT OR oc o e swe e 49.8 38.9 
UCN OME CCT er aT ee al are a eee ies Sey) Sh! 
1,140.07 asst 
Woe MME MERE ees Bey, Gh sine, Shcous' lw, 4) slp) miaice: 3,800 oem $1 oui SumL¥ Bun ers Lay w LaNT Mie By ad a1 7.4 


Shareholders’ Equity 


Ra TAMAR MN CONG A led Soon vesah nS Te. alte jens Soekluyed tat eva STS ROR STORET Ue ka OEE? a, 18911 4232554 
Pig hohOMCC mIUECTCETECSRATES (5s) 65.0, 50s wrseersei hae oe Soedire ye eatin So Ea eee 69.7 69.7 
1,960.8 2,324.8 

$4,130.1 $4,887.8 


Approved by the Directors, 


(Signed) BRIAN A. CANFIELD 
Director 


(Signed) DONALD A. CALDER 
Director 
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CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 
Unaudited (Millions) 


Nine Months Ended 
September 30 


1998 1997 
Operating Activities: 
Earaines dronrcontiniingvoperdtions,. .. . . Savery... Beour. . . Compensating . .Oetows, Goa $ 266.3 $ 211.8 
IDC DEC ELA OM ANC AIMOFIZA MON mc .reerins! « -eerh\eeenens « Revert emeyens! 6 emineodeneeicie + eeremyneme tenets 403.7 427.4 
We ae INCOMMGEANES 7p de gs wines PE > «9 LE SAG NE oc s hed e e oe AAEM (33.2)$71 391233) 
milowancenmor funds used during comStiuction G19). . $556.00 .. 5. ce ce eee ee ees (4.3) (8.0) 
Opcaneey wee. PE OH. Peek. sch PAT. « BARRIS coc adits ie Be wee sew LS 20.5 

634.0 628.4 
Decrease(increase)sin-non-cash working capitalyyy. . 509% GG 2. et ne (65.7) » 1729) 
CB AG IROSEMMO CLALIT cia cc. id og att as.  MAMIEAR Pied PEMA Mts ae suck Sd Slinp we 4 peal Shape bn 8 568.3 Dos) 
ECS AV IMCNOS CONSNATENOIGCTS 6... eas a st es mee a he eae ee ee 131.8 Pa 


436.5 427.8 


Financing Activities: 


RS OUCH VAN CS ISSUE Te ic atta toast RN TE eT eee clare en Mabohate wa © os eH 3.6 59 
Ege CEPTCOU Gaeta ice ame ees Mee rate kc eee eT ea) eM ake Noh eae otto che eipotecol wre & OH 177.2 
Oiaee ileslOl Uc i OPES! DAV ADIC Lo. ants nts oan a cc ors ts ce MoePate e tiwre eae eete alana cehties oe 272.4 (0.6) 
ce MIO OsIOr OUUsteril CEDt Ais viyeys sy 1's id shee Ss Sei e UReD w) Fa ele emcnhen 4 (272.3)0 75.7022) 
QUELGE occvcne beSMGigeot Ce of Re See enn cae ee eh ave On Pe, ee ee 0.9 2 
14.3 i.13/5 
Investing Activities: 
Capital expenditures Snets: B28 be. ulin. BE. eS ee Re ee ee. be, (389.7) (400.5) 
aMete dnc I italchidisJaNU SUPPHIES ‘CapILAN Zee Fone. eens Sete Figo gl oka nea ko ose alien aie 8s (14.8) (2.6) 
Salvage) value:of plant retired, net B¥7 9. Pus. Get ase ee. ANN . . . SLMR. 0.8 0.9 
increases investmentsiand other Assets 803i Cy, ee a eg el pies na ties (ie3) (2.1) 
Net<proceeds'on! disposition of investments ).0 5.4 cP OE. Be 42.5 _ 
Proceeds on disposition-of MPR Jeltech-Lid.-assets are pres es op TOT ae a oy Ye — 18.4 
Increase*in‘long-term-leases receivable. *- 7. O" 4 MARAE Ma to ER, (3.7) (8.3) 


Cash Position: 


Net increase during the period . >). oS S.4% . GP MARES BAS CPR ee 68.6 147.1 

Beginning ot years fate to Renan nog Spank tigosetie Ciatoer ot BT elstal me Oh 1334 (7.4) 
ONG PERO cae. once MEL in oon eeaetets ay coches «spams neste ia snal'e wy RaekaereuedN sw « oanece S 201.7 13977 

Represented by: 

BANK VA IHCCS Eee e ois oie SONG os CECRM Carin ors Soke sha ELSE MLE cas 1c PRR OCC cL exes eT 8.9 (7.1) 
RE MDOTALY ANVESTURCIES oes rans SRS ie ob Monee its aaron) oo ea Re eee se aoe 192.8 146.8 
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BC TELECOM INC. 


EXECUTIVE COMPENSATION EXCERPT 
FROM BC TELECOM 
INFORMATION CIRCULAR DATED FEBRUARY 26, 1998 
FOR THE ANNUAL MEETING OF BC TELECOM 
COMMON SHAREHOLDERS 
ON APRIL 28, 1998 


EXECUTIVE COMPENSATION 


Summary Compensation Table 


The following table sets forth the summary of compensation of each of the Chief Executive Officers and the 
four named executive officers of the Corporation and its subsidiaries for the year ended December 31, 1997. 


Long-Term 
Compensation 
Annual Compensation Awards 
Other Annual Securities Under 
Name and Principal Position as of Salary Bonus Compensation Options Granted All Other 
February 26, 1998 Year ($) ($)® ($)© (#) Compensation 
Bran A. Canfield)... . 1997 $318,000 $306,000 40,000 $139,483) 
Chairman, B.C. 1996 $510,000 $612,000 1,727.1 DSUs®) 
Telecom Inc. and BC TEL 1995 $450,000 $232,092 
Donald A. Calder ....... 1997 $320,000 $342,273 20,000 $28,928 
President and Chief 1996 $250,000 $226,500 1,868.2 DSUs®) 
Executive Officer, 1995 $221,792 $ 91,310 
BC TELECOM Inc. and 
BC TEL 
C. Kenneth Crump ...... 1997 $265,000 $250,690 20,000 $7,767 
Senior Vice-President — 1996 . $250,000 $233,250 1,196.4 DSUs®) 
Corporate Services and 1995 $215,000 $ 69,133 


Chief Financial Officer, 
and Treasurer 
BC TELECOM Inc. and 


BC TEL 

Ian D. Mansfield........ 1997 $207,500 $144,695 15,000 $17,224 

Senior Vice-President — 1996 $175,000 $129,150 936.8 DSUs) 

Operations, BC TEL 1995 $150,000 $ 39,639°) 

Roy Az Osing: © ns: .. 1997 $247,500 $189,585 15,000 1,117.4 DSUs®) 

Senior Vice-President — 1996 $235,000 $186,120 

Marketing, BC TEL 1995 $225,000 $ 78,390 

Paul: DSmith=? )a veda. a 1997 $200,000 $157,600 15,000 $2,500 

Senior Vice-President — 1996 $200,000 $139,360 903.0 DSUs®) 

Human Resources, BC TEL 1995 $180,000 $ 62,712 

Notes: 

(1) Brian A. Canfield ceased to be Chairman and Chief Executive Officer of BC TELECOM and BC TEL and Donald A. Calder 
became President and Chief Executive Officer of BC TELECOM and BC TEL on July 1, 1997. 

(2) Mr. Canfield’s salary includes an amount of $63,000 paid to him as Chairman in 1997. 

(3) Ian D. Mansfield’s bonus in 1995 was paid to him as an employee of BC TEL Systems Support Inc. under that company’s 
incentive plan. 

(4) Bonus amounts earned under the Annual Variable Reward Plan in any year are paid in the first quarter of the following year. 
Further details of the Annual Variable Reward Plan are described on page 11. 

(5) Perquisites and other personal benefits do not exceed the lessor of $50,000 and 10 percent of the total of the annual salary and 
bonus of the named executive officers for the financial year and therefore are not disclosed. 

(6) The dollar figures in this column represent the aggregate of payment in lieu of earned vacation, payment in lieu of flexible 


perquisites and employer contribution under the Employee Share Purchase Plan (the ““ESPP”) to which all employees of the 
BC TELECOM group may subscribe. Under the ESPP, the employer contributes $1.00 for every $4.00 paid by the employee 
towards the market purchase of BC TELECOM Inc. Common Shares. 
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Summary Compensation Table (Continued) 


(7) This figure is composed of $123,341 paid in respect of vacation earned but not taken over the period 1990 to retirement, $2,500 
payment in lieu of flexible perquisites as of date of retirement, and $13,642 employer contribution under the ESPP to date 
of retirement. 


(8) DSUs are deferred share units granted on February 26, 1998, earned by the named executive officers in 1997 under the Medium 
Term Variable Reward Plan described on page 12. 


Long-Term Incentive Compensation 


BC TELECOM Inc. and its subsidiaries provide long-term incentive compensation to key employees, 
including executive officers, in the form of the grant of options to purchase Common Shares, in tandem 
Share Appreciation Rights (“SARs”) and retention options under the BC TELECOM Share Option Plan 
(the “BCTSOP”). 


The following table sets forth individual grants of options/SARs during the financial year ended 
December 31, 1997 to the named executive officers. 


Option/SAR Grants During the Most Recently Completed Financial Year . 


Market Value 


% of Total ‘of Securities 

Options/SARs Underlying 

Securities Under Granted to Options/SARs 

Options/SARs Employees in Exercise or on the 
Granted Financial Base Price Date of Grant 
Name (A)O® Year ($/Security)® ($/Security) Expiration Date 

BrianyAysCanticidinan ena 40,000 9.18% 31.05 $31.20 February 26, 2007 
Donald A. Calder ....... 20,000 4.59% 31.05 $31.20 February 26, 2007 
C. Kenneth ‘Crumpe.. 2. ..0. 20,000 4.59% 31.05 $31.20 February 26, 2007 
lan De Mansfield was... 0. 15,000 3.44% 31.05 $31.20 February 26, 2007 
Roy As Osing 27.0.8 se 15,000 3.44% 31:05 $31.20 February 26, 2007 
Paul D!) Smith ae .8 4.2.4" 15,000 3.44% 31.05 $31.20 February 26, 2007 


Notes: 

(1) Anin tandem SAR under BCTSOP permits the optionee to receive the value of the appreciation in the share option to which the 
SAR is associated without exercising the option. The in tandem SAR cannot be exercised unless the option to which it is 
associated is exercisable. The exercise of the SAR cancels the optionee’s right to exercise the associated option and vice versa. 
The retention options provide the optionee with an additional option to acquire the same number of Common Shares acquired 
upon exercise of the initial option at a market price determined at the time the initial option is exercised and is exercisable after 
three years from the date the initial option is exercised, provided that the optionee has continued to hold the initial shares 
acquired on the exercise of that initial option. 


(2) The options or the in tandem SARs may be exercised, on a cumulative basis, as to 33'4% on and after each anniversary date of 
the grant. 


(3) The exercise price is the market value on the last trading day prior to the date of grant. 


The following table sets forth each exercise of options during the financial year ended December 31, 1997 
by the named executive officers. 
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Long-Term Incentive Compensation (Continued) 


Aggregated Option/SAR Exercises During the Most Recently 
Completed Financial Year and Financial Year-End Option/SAR Values 


Value of Unexercised 


Unexercised Options/SARs in-the-Money 

Securities Acquired Aggregate Value at FYEnd Options/ SARs at FY-End 
on Exercise Realized A eisoy EG) wIsaiei AE NBL CGY 
Name (#) ($) Exercisable Unexercisable Exercisable Unexercisable 
Brian A. Canfield .... 210,968 93,332 4,729,430 1,591,307 
Donald A. Calder .... 43,089 46,667 870,763 795,674 
C. Kenneth Crump ... 7,200 71,600 33,900 43,600 669,308 733,867 
Ian D. Mansfield .... 14,283 160,936 600 26,967 12,825 434,756 
Roy A. Osing ....... 31,100 388,725 5,000 35,000 96,250 596,750 
Paul D. Smith....... 26,866 220,441 0 33,334 0 563,013 


(1) The value of in-the-Money Options/SARs at the Financial Year-End was calculated based on the market value on the last 
trading day of the financial year, less the exercise price of those in-the-Money Options/SARs, 


Defined Benefit Plans 


Executive Officers of the Corporation participate in the contributory Pension Plan for Management and 
Exempt Employees (“Management Plan’) and the non-contributory Supplementary Income Plan (“S.I.P”) 
for Executives (together called the “Plans”). The S.I.P. supplements the Management Plan ensuring a total 
benefit at retirement determined as 2% of a person’s highest three years’ average Salary and a person’s 
highest five years’ average bonus times the total number of years of credited service to a maximum of 35. 
An individual’s highest five years’ average bonus is the lesser of the average actual bonus received or the 
average target bonus set, both over a period of five years. The following table shows the total of the annual 
retirement benefits payable from the Plans assuming retirement at age 60 or over: 


Pension Plan Table 


Years of Credited Service 


Remunerations ($)“)® 15 20 25 30 35 
175,000 $ 52,500 $ 70,000 $ 87,500 $105,000 $122,500 
200,000 60,000 80,000 100,000 120,000 140,000 
225,000 67,500 90,000 112,500 135,000 157,500 
250,000 75,000 100,000 125,000 150,000 175,000 
300,000 90,000 120,000 150,000 180,000 210,000 
350,000 105,000 140,000 175,000 210,000 245,000 
400,000 120,000 160,000 200,000 240,000 280,000 
450,000 135,000 180,000 225,000 270,000 315,000 
500,000 150,000 200,000 250,000 300,000 350,000 
550,000 165,000 220,000 275,000 330,000 385,000 
600,000 180,000 240,000 300,000 360,000 420,000 
650,000 195,000 260,000 325,000 390,000 455,000 
700,000 210,000 280,000 350,000 420,000 490,000 
750,000 225,000 300,000 375,000 450,000 525,000 
800,000 240,000 320,000 400,000 480,000 560,000 
850,000 255,000 340,000 425,000 510,000 595,000 

Notes: 


(1) The compensation covered by S.I.P. for each of the named executive officers is based on their respective Salaries and their 
respective Bonuses shown in the Summary Compensation Table. 
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Defined Benefit Plans (Continued) 


(2) The benefit under the Plans is payable for a member’s lifetime with a 60% benefit payable to a surviving spouse. The benefit 
payable under the Plans is not reduced by integration with the Canada Pension Plan or Old Age Security benefits. 


The years of credited service as of December 31, 1997 for pension plan purposes for the named executive 
officers are as follows: Brian A. Canfield, 41.0 years; Donald A. Calder, 26.6 years; C. Kenneth Crump, 
23.7 years; Ian D. Mansfield, 28.3 years; Roy A. Osing, 28.6 years; Paul D. Smith 4.3 years. 


Termination of Employment and Change of Control 


The Corporation and BC TEL have entered into agreements dated as of September 10, 1997 with each of 
the named executive officers (with the exception of Brian A. Canfield who retired as an employee effective 
July 1, 1997) which include provisions respective the termination of their employment within 24 months of a 
change of control of the Corporation or BC TEL. The agreements provide that if the employment of any of 
these executives is terminated at any time other than for just cause or by reason of death, disability or 
retirement, the executive will be paid a severance payment which in the case of the chief executive officer 
will be equal to 2.5 times the aggregate annual compensation and incentive compensation being paid to him 
at the time of termination, and in the case of the other named executive officers, equal to 2 times the annual 
compensation and other incentive compensation paid to them at the time of termination. This termination 
of employment includes a termination by the executive within that period for reason of constructive 
dismissal. 


In addition, under these agreements, if any person or group of persons acting jointly or in concert, acquires 
or proposes to acquire 100% of the Common Shares of the Corporation, all of the options held by the 
named executive officers shall fully vest. 


Composition of the Compensation Committee 


The following individuals served as members of the Corporation’s Human Resources and Compensation 
Committee (the “Committee’’) during 1997: 


Member Duration of Membership During 1997 
Brian A.C an field aC D2 Ul ensseecevetiertewerewec tacos July 1 — December 31 

i. INCidon (MCLINSOODE! . sy aratecmccenas ack: rece July 1— December 31 

David UL. EMstsopiie. |: ae... OCA oBaeeaay +. <0 July 1 — December 31 

W. Robert Wyman — Chair ..............040. January 1—June 19 

Michael. Tc Masinany ined ontiod SPR tes ores JOHOR January 1— December 31 
Gordon’ F:MacFKarlane? 2. qog 7O7 9.8 OY ged January 1— December 31 
John" Wr PittSyyecsi SMa er... OOO January 1 — July 1 

‘(Rhomas .W.cWibite 2s semen SAQQO RET fs caeee.<4. HOG January 1— June 19 


Report on Executive Compensation 


BC TELECOM’s executive compensation program is administered by the Human Resources and 
Compensation Committee, made up of five non-employee Directors. The main purpose of the Committee 
is to establish and implement a plan for executive succession, continuity and compensation. The Committee 
met seven times in 1997 to consider and make decisions regarding these matters, in accordance with policies 
approved by the Board of Directors. Recommendations for changes to the policies are reviewed on a 
regular basis to ensure they remain current, competitive and consistent with the Corporation’s overall goals. 


The Committee develops and recommends to the Board for approval the Corporation’s executive 
compensation policy and guidelines and its decisions regarding the compensation paid to the executive 
management. The Committee oversees the terms of reference and selection of outside consultants to review 
executive compensation policies for BC TELECOM. 
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Compensation Objectives and Principles 


The guiding principles of the Committee in determining executive compensation are to provide competitive 
compensation packages to attract, motivate and retain the most qualified executives who will enhance the 
growth and profitability of BC TELECOM. With the rapid development of competition in the business of 
BC TELECOM and its subsidiaries, a compensation plan that addresses these guiding principles has 
become a business imperative. The executive compensation plan that is in place creates strong links 
between executive compensation and the Corporation’s strategic objectives. It also focuses on optimizing 
the balance between shortterm and longterm objectives. 


The Committee relies on the expertise of outside consultants to conduct surveys and provide competitive 
data, which form the basis for compensation levels paid. The salary ranges and structure, including the 
incentive components, are based on market analyses carried out each year and reflect competitive practices 
in the marketplace. 


Variables such as corporate size and earnings, rates of growth, complexities of management related to the 
transition from regulated to competitive markets and the development of new business opportunities are 
reflected in this data. The Committee positions its executive compensation at or near the median of the 
range of compensation levels for comparator companies. 


Compensation Mix 


The Corporation’s executive compensation program has five components: base salary, at risk incentive pay 
(an annual plan and a medium term plan), share options, supplemental pensions and perquisites. 


Base Salaries 


Since 1996, a broad band approach has been applied to cover base salaries for all management employees, 
including the executives. The objective is to enhance BC TELECOM’s ability to compare itself accurately to 
the external market. Within the band structure, a base salary range is established for each executive 
position, based on market information provided to the Committee by outside consultants. 


At Risk Incentive Pay 


In 1996, the Committee, as part of its annual analysis, asked its outside consultants to consider how the 
incentive component of executive compensation could be more closely linked to the achievement of longer 
term strategic objectives — longer than the one year that was inherent in the existing variable reward plan. 


It was concluded that, starting in 1997, there should be two components of incentive compensation: one 
component that is linked to the achievement of annual objectives (the “Annual Variable Reward Plan’) and 
a second component that is linked to the achievement of three year objectives (the “Medium Term Variable 
Reward Plan”). 


(i) Annual Variable Reward Plan 


The Annual Variable Reward Plan is based upon the Balanced Scorecard, which was introduced in 
1994 as a measurement tool to ensure rigor in the variable component of the executive compensation 
plan. The Balanced Scorecard is divided into four quadrants, which ensure that executives set annual 
objectives that recognize BC TELECOM’s three key stakeholders — shareholders, customers, and 
employees — while also positioning the organization for new revenue growth. 


Incentive pay under the Annual Variable Reward Plan is linked to meeting specific objectives in each 
of these four quadrants. For example, measures of shareholder value include key financial performance 
indicators such as cost containment, net income and earnings per share. Measures in the customer 
quadrant include quality of service and customer satisfaction levels, based on extensive monthly surveys 
of BC TELECOM’s residential and business customers conducted by independent third parties. 
Measures in the employee quadrant include core managerial competencies such as leadership, 
communication, coaching and development and risk taking, based on the results of opinion surveys and 
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an annual 360° feedback process. The 360° feedback process provides executives with confidential input 
on their performance from their peers, customers, direct reports and manager. 


A target level of incentive pay under this Plan is based upon a percentage of each executive’s base 
salary. The target level for each executive ranges from a low of 30% of his or her base salary to a high 
of 60%, dependent upon the size, complexity and scope of their respective portfolios. 


At the beginning of each year, specific objectives for each quadrant of the Balanced Scorecard are 
established for each executive. In addition, stretch objectives are set that, if met, can result in a payout 
multiplier of up to two times each individual’s target level. The objectives, along with their 
corresponding multiplier, are reviewed and approved by the Committee. 


(ii) Medium Term Variable Reward Plan 


As noted previously, this Plan was introduced in 1997. The objective of the Plan is to strengthen the 
focus of the executive team on the creation of shareholder value by creating a direct link between the 
Corporation’s longer term strategic plans and objectives and the executives’ level of compensation. 


The Committee sought the advice of its consultants to determine the appropriate proportion of total 
compensation to be at risk under this Plan and the appropriate form for payment of the compensation 
that is earned under the Plan. 


Based on the consultant’s examination of total compensation in the, market, it was concluded that the 
target level of at risk incentive compensation for an executive under this Plan should range from a low 
of 20% of his or her base salary to a high of 50% dependent, as with the Annual Variable Reward Plan, 
on the size, complexity and scope of the executive’s portfolio. 


At the beginning of each year, a three year plan is established which specifies financial objectives 
related to shareholder value that are to be achieved by the executive team during the ensuing three 
year period. The objectives measure — over the three year period — growth in earnings before 
interest, taxes, depreciation and amortization (EBITDA), net income, revenue, return on investment 
(ROI) and ranking of growth in total shareholder value compared to comparator companies. 


The level of compensation payable at the end of each three year plan depends on the success of the 
executive team in cumulatively achieving the financial objectives that were set out three years earlier. If 
the objectives are exceeded, then a payout multiplier will be applied to the executive’s target level. The 
size of the multiplier is dependent on the extent to which the objectives are exceeded. If the objectives 
are not achieved, there will be no payout. Each year, new three year objectives are established and a 
new plan commences. 


Payout under the first three year plan (for the period 1997-1999) will not occur until the end of 1999 
(payment will be made in the first quarter of 2000). Therefore, a two year transition plan was 
implemented by the Committee under which executives may be compensated under the Plan at the end 
of 1997 and 1998 on the basis of achievement by the team of one year and two year financial objectives, 
respectively, approved in 1997. 


The compensation under the Medium Term Variable Reward Plan can be paid to the executive in the 
form of deferred share units (“DSUs”) or Common Shares of BC TELECOM Inc. A DSU is a 
bookkeeping entry, equivalent to the value of a Common Share on the day prior to the grant date, 
credited to an account to be maintained for the individual executive until retirement. An executive 
holding DSUs will also be credited with an amount equal to dividends paid on the equivalent number 
of Common Shares which will be applied to the credit of DSUs at the market price of Common Shares 
on the day prior to the payment of such dividends. On retirement an executive will be entitled to 
receive an amount equal to the number of DSUs credited to the executive multiplied by the then 
current market price of the Common Shares, payable within one calendar year following the year 
of retirement. 


DSU and/or Common Share Ownership Targets have been established by the Board for executives as 
another means of strengthening the alignment between the long term interests of the Shareholders and 
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those of the executives. The Committee has concluded that the following targets should be achieved by 
each executive within five years of the payout under the first three year plan or five years of their 
appointment as an executive officer, whichever is later. 


Executive Ownership Target 


(number of DSUs credited to the executive times the market 
price of a Common Share plus the market value of Common 
Shares held by the executive) 


mel mxccutive Officer, fe... kee 2.5 times annual base salary 
Senior Vitc-President is ee ee as as oe 2 times annual base salary 
BRE LCSIUCII toiga tape bi sulerd © WE i, Wate dem gost si es 1 times annual base salary 
President of BC TEL Mobility Cellular Inc..... 1 times annual base salary 


An executive can elect to take payment under the Medium Term Variable Reward Plan in the form of 
Common Shares once he or she has achieved and continues to hold the Ownership Target appropriate 
to his or her executive position. 


Share Option Plan 


The BC TELECOM Share Option Plan gives the Committee the opportunity to grant share options, in 
tandem share appreciation rights (“SARs”) and retention options to executives. The amount of the grant is 
determined by the individual executive’s role in achieving longer-term results. The Share Option Plan 
creates another direct link between the creation of shareholder value and individual executive performance. 


An in tandem SAR granted under the Share Option Plan permits the optionee to receive the value of the 
appreciation in the share option to which the SAR is associated without exercising the option. The in 
tandem SAR cannot be exercised unless the option to which it is associated is exercisable. The exercise of 
the SAR cancels the optionee’s right to exercise the associated option and vice versa. The retention options 
provide the optionee with an additional option to acquire the same number of shares acquired upon 
exercise of the initial option at a market price determined at the time the initial option is exercised and is 
exercisable after three years from the date the initial option is exercised, provided that the optionee has 
continued to hold the initial shares acquired on the exercise of that initial option. 


Grants of share options and SARs are based on the market price of BC TELECOM’s Common Shares on 
the day preceding the date of the grant. Options/SARs are granted for terms of up to ten years. Options 
granted under the Share Option Plan in 1997 are exercisable as to 333% of the shares granted after the first 
year, 333% of the shares granted after the second year and 333% of the shares granted after the third year. 


Supplemental Pension Plan 


As part of the overall executive compensation program, the Corporation has established a non-contributory 
supplementary income plan (“S.I.P.”) which provides for an amount to be paid to a retired executive officer 
as a supplement to the amount payable under the Corporation’s contributory pension plan for management. 
Both these plans are referred to in this circular under Section 3 titled “Defined Benefit Plans”. 


The cash compensation paid to an executive under the Annual Variable Reward Plan is included in the 
calculation of the benefit payable under S.I.P. at retirement in the manner described under Section 3 titled 
the “Defined Benefit Plans”. This inclusion aligns the S.I.P. with the Committee’s overall compensation 
philosophy of maintaining a competitive compensation package and ensuring that there are strong links 
between compensation and the Corporation’s strategic objectives. 


The Chief Executive Officer 


The principles for establishing, measuring and determining the compensation of the Chief Executive Officer 
are identical to those established for the other executives, including named executive officers. The target 
level of incentive pay for both the outgoing and the incoming Chief Executive Officers is 60% of base salary 
under the Annual Variable Reward Plan and 50% under the Medium Term Variable Reward Plan. 
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In the case of the outgoing Chief Executive Officer, 80% of the amount payable under the Annual Variable 
Reward Plan was based on financial objectives set at the beginning, of the year with the remaining 20% 
based on personal performance. The financial objectives established under both Plans were exceeded and 
the Committee elected to apply the maximum two times multiplier to his personal performance. The 
outgoing Chief Executive Officer was rewarded a pro rated portion of the maximum payout under 
both Plans. 


In the case of the incoming Chief Executive Officer, 60% of the amount payable under the Annual Variable 
Reward Plan was based on financial objectives, a further 20% was based on organizational. objectives 
related to restructuring of the Corporation and the executive team, and the final 20% was based on 
personal performance. The objectives were set at mid-year when he became Chief Executive Officer. All of 
the objectives established under both Plans were exceeded. 


Report presented by: 


Brian A. Canfield G. Nelson (Mel) Cooper (Chair) David L» Emerson 
Gordon F. MacFarlane Michael T. Masin 


Performance Graph 


The following graph compares the cumulative total shareholder return over the past five years ending 
December 31 for $100 invested in BC TEL ordinary shares (exchanged, for BC TELECOM Inc. Common 
Shares effective May 1, 1993) and the TSE 300 Index. Cumulative total shareholder return reflects both the 
change in share price and the reinvestment of dividends at the ‘market price on each of the dividend 
payment dates. 


CUMULATIVE TOTAL RETURN ($) 
Cumulative Total Return ($) 


350 
300 
250 
200 


1992 1993 1994 1995 1996 1997 


[TSE 300 BC TELECOM 


NOTE: Ordinary shares of British Columbia Telephone Company were exchanged for Common Shares of BC TELECOM Inc. on a 
one-for-one basis effective May 1, 1993, as part of the arrangement between the Corporation and BC TEL, pursuant to which all 
holders of ordinary shares of BC TEL became Shareholders of the Corporation. 
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Compensation of Directors 


The following table describes the arrangements under which Directors of the Corporation who were not 
employees were compensated during the year ended December 31, 1997. 


Board 

Peete SMCONTATLCTIY NOC gett atti Wie Neen htt aes es tS! we wale sae Dlse Gia peck 48 awe oe $3,500 
Ree MMC HSMP CEM ICI NCCE ECC tient oe wee vince ere wea tis te an a re teue a + wise Sues $1,000 
MenTaNSEP eT DICINU VICCIINGU PES Ga si. ac owes cs eS oe oe eos Soe Se ck bs ASS oe ao $1,200 
Committees 

Sicmmers, Quatterly Ree. Lawes... a, P.M ee bea $ 500 
remocrserer Dicmmeiecting Bae. kA). 2.) Mb. 5 Mies 3 hs,» Mak > gel ks be es $1,000 
Merrion aticS OU AMET IVERCC MMT Oi teh We cir. -. < cly dene roe o Seelga We aia Bins wh a a Rae $1,000 
Ree aPR I Sw CIEL ICRMEVICC NOM ROOM conte someradi odin: as \eliile Mab sicsigpr mek si s0ia ivioe GNIS ws HES Gin gd Siete ¢ $1,000 


The fees of those Directors of the Corporation who were also Directors of BC TEL were paid as to 50% by 
each corporation. Directors also received reimbursement for out-of-pocket expenses. 


A trend has developed in Canada for corporations to implement share plans that encourage Directors to 
have a meaningful investment in the corporations they serve. These plans form part of a Director’s 
compensation package, and are intended to enhance the corporation’s ability to attract and retain high 
quality individuals to serve on the Board of Directors. They also serve to satisfy certain shareholders’ 
concerns by encouraging Directors to participate in the growth and development of the corporation and its 
subsidiaries, thereby strengthening the alignment between the interests of Directors and those of the 
Shareholders. In 1996, as part of the Corporation’s objective of maintaining leading edge governance 
practices, the Corporation requested outside consultants to provide advice on an appropriate plan for its 
Directors. The resulting Directors’ Share Compensation Plan (the “Directors’ Plan”) was implemented for 
fiscal 1997. Under the Directors’ Plan, Directors of the Corporation receive an initial grant of $10,000 when 
he or she becomes a Director and an annual grant of $10,000 (or a pro rata equivalent if the Director is a 
member for any partial year). The Directors may elect to have any of such grants applied to the purchase by 
the Corporation in the market of Common Shares or credited as deferred share units (“DSUs”). Directors 
are also entitled to elect to have all of their meeting fees or retainer fees applied to the purchase of 
Common Shares in the market or credited as DSUs. A DSU is a bookkeeping entry, equivalent to the value 
of a Common Shares on the day prior to the grant date, credited to an account to be maintained for the 
individual Director until retirement. A Director holding DSUs will also be credited with an amount equal to 
dividends paid on the equivalent number of Common Shares which will be applied to the credit of DSUs at 
the market price of Common Shares on the day prior to the payment of such dividends. On retirement a 
Director will be entitled to receive an amount equal to the number of DSUs credited to the Director 
multiplied by the then current market price of the Common Shares. Under the terms of the Directors’ Plan, 
the Board of Directors is to establish an ownership target for Common Shares and/or DSUs to be held by 
each individual Director. In 1998 that target was set at Common Shares and/or DSUs valued at $100,000. It 
is anticipated that this ownership target would be reached by Directors within five years. The number of 
DSUs credited to February 26, 1998 is indicated in the table under “Election of Directors”. An accrual of 
$380,000 was made in fiscal 1997 with respect to the Directors’ Plan. 
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TELUS Communications is the third largest facilities based carrier of voice, data and Internet services in 
Canada. TELUS Communications (Edmonton) is a local exchange carrier providing local and Internet services 
to customers in Edmonton. 


TELUS Mobility is Alberta’s leading supplier of wireless mobile communications including cellular, paging 
and radio systems. 


TELUS Advertising and TELUS Advertising (Edmonton) publish white pages and Yellow Pages* telephone 
directories and provide other advertising and information services to businesses in Alberta, including 
alberta.com, an on-line directory service. 


TELUS Advanced Communications delivers to businesses in Alberta high-speed, fully network managed 
and integrated data communication solutions based on ATM (Asynchronous Transfer Mode), fibre optic and 
Internet technologies. 


TELUS Marketing provides telephone call centre and market research services to help businesses directly 
market and support their products and services. 


Areas Served 


TELUS carries on its business throughout Alberta. Population levels and economic growth influence 
TELUS’ business volumes. Of the three prairie provinces, Alberta has the largest population (2,860,055 persons 
representing 9.4% of Canada’s population as of October, 1997) and the largest geographic area (661,185 square 
kilometres). Approximately, two-thirds of Alberta’s population is located in the Edmonton and Calgary area. 
Alberta experienced net immigration of 33,948 persons in 1997 (16,481 in 1996). 


For 1997, Alberta had an estimated real Gross Domestic Product (“GDP”) growth of approximately 5.5% 
per annum, significantly higher than the growth rate for Canada during the same period. Alberta has an 
abundance of renewable and non-renewable resources and a well developed infrastructure to provide delivery to 
domestic and foreign markets. As an export-oriented economy, Alberta has a diversified manufacturing base and 
an extensive service sector. Its economy retains a relatively large primary sector, concentrated particularly in 
energy and agriculture. This primary sector accounted for 25.1% of Alberta’s GDP in 1996. In 1996, Alberta’s 
secondary sector (manufacturing, construction and utilities) contributed 19.4% of GDP while the service sector 
contributed 55.5% of GDP. Data by economic sector for 1997 is not available. 


Key Operating Statistics 


The following table displays certain key operating statistics of TELUS on a consolidated basis for the past 
five years. 


1997 1996 1995 1994 1993 


Network Access Lines (thousands)*; yw. .a0)) Peo Mon eee 1,849. 1,766 1,702 1,234 1,194 
Long Distance) Minutesi(millions) to .ceae. aot. sui in. aatleael Wi. 4 2,139 2,035 2,114 — = 

Cellular 800 Subscribers (thousands) ........0........000000. 409 = 328 — 238 113 M2 
EmployeesWO'(aqtnombal) enoverionmnoal 2UIAT")..20) (aolnaanbs 8,972 8,858 8,717 6,893 7,513 


(1) Employees refer to regular full-time and part-time employees. 


(2) Employees have been restated to reflect the impact of discontinued operations. 


Range of Services 


The primary business of TELUS is the provision of communications services. Voice and data 
communications, carried over both the public and private wireline networks and wireless networks owned by 
TELUS, are the major lines of business. TELUS provides communications services to business and residence 
customers and communications intermediaries, including resellers and facilities based carriers 
(See “Competition”). 


Local Services 


Local services allow residence and business customers to access their local calling areas and various long 
distance and cellular networks. Virtually all homes and businesses in Alberta are connected to these networks. 
Local service revenue accounted for 59% of the total revenues of TELUS during 1997, up from 55% in 1996. 


Local access or exchange service is the largest local service category offered by each of TELUS 
Communications and TELUS Communications (Edmonton) and is generally provided on a flat monthly rate 
basis. Other local services include establishing and changing customer service selections, Centrex for business 
customers and public pay telephones. 


Competitive long distance carriers operating in Alberta lease interconnecting circuits from TELUS 
Communications or TELUS Communications (Edmonton) and pay contribution charges to these companies to 
support local access services offered throughout Alberta. Resellers of long distance services are also subject to 
contribution charges (See “Regulation Within the TELUS Group — Contribution”). 


Extended Flat Rate Calling (“EFRC’’) extends flat-rate calling services beyond the local exchange area. 
With EFRC, customers in an eligible community may collectively elect by majority vote, for a fixed monthly fee, 
to extend their community’s local calling area to population centres within a distance of 65 kilometres that would 
otherwise be subject to long distance charges. EFRC coverage is provided to many communities in Alberta. 


New technology allows the offering of enhanced local services by TELUS Communications and TELUS 
Communications (Edmonton). Enhanced services include Call Forwarding, Call Waiting, Name Display, Call 
Display and Call Answer. TELUS also offers Advanced Intelligent Network services that can be customized to 
meet the specific needs of individual customers through software changes to network switches and Internet 
access services (TELUS PLAnet™). 


TELUS Mobility provides cellular mobile voice and data service across much of Alberta. In 1997, the 
number of cellular subscribers increased by 24% over 1996. Paging services are available in several Alberta 
centres and customer numbers increased by 36% in 1997. 


Long Distance Services 


Long distance services are either switched service, whereby customers select the destination, or dedicated 
service, which maintains a permanent connection between two or more points. Long distance services revenue 
accounted for 34% of the total revenues of TELUS in 1997, down from 38% in 1996. 


The largest component of long distance services is message toll services, which are transmitted through 
copper or fibre-optic cable, microwave relay systems and satellite channels. Message toll services are subject to 
revenue sharing arrangements with other communications carriers. Long distance services in Edmonton are 
provided by way of interconnection of TELUS Communications (Edmonton)’s local network with that of 
TELUS Communications, or other facilities based carriers and resellers (See “Stentor Related Alliances”). 


TELUS Communications offers its business customers a number of long distance savings plans including: 
Advantage Vision*, Advantage VNET*, Advantage Select*, Advantage Toll-Free* and Advantage Preferred*. In 
January 1998, TELUS Communications introduced Advantage Optimum*, which replaced all TELUS 
“Advantage” long distance plans with the exception of Advantage 900*. 


TELUS Communications also offers its residential customers a variety of long distance savings plans 
including Your Way Plus Savings™, Your Way Straight Savings™ and Select Route®. 


Cellular service allows interconnection with communications networks throughout the world (See “Other 
TELUS Alliances”). 


Customers may choose from a wide range of data services in accordance with speed and volume 
requirements. Business customers are increasing their use of data services, such as credit card verification, 
point-of-sale transactions and electronic data interchange. Residence customers are increasing their use of 
facsimile transmission and personal computer access. Examples of data services offered by TELUS are, high 
speed switched data and voice (Microlink* and Megalink*), high speed data transfer (Hyperstream*) and high 
speed dedicated data service (Megaroute*). 


Advertising and Other Services 
This service category represented 7% of the total revenues of TELUS in 1997, unchanged from 1996. 


TELUS Advertising and TELUS Advertising (Edmonton) produce, sell and distribute advertising products 
and services to business and residence customers in Alberta. The product line consists of published telephone 
directories (including White and Yellow Pages), audio text interactive and direct marketing services, infomercials 
and an on-line directory service called alberta.com. These two companies are registered users of the Yellow Pages 
trademark (and associated designs), the Walking Fingers symbol and Talking Yellow Pages trademarks. 


Employee Relations 


At the end of 1997, approximately 7,000 full-time and part-time employees and 1,500 temporary and casual 
members of the total workforce were represented by bargaining units from the International Brotherhood of 
Electrical Workers (“IBEW”), the Communications, Energy and Paperworkers Union of Canada (“CEP”) and 
the Civic Service Union 52 (“CSU 52”). Unionized employees include clerical, craft and operator services 
employees. The CSU 52 bargaining unit includes supervisory, marketing and professional employees. 


There are two collective agreements between TELUS Communications and the IBEW Local 348 for the 
bargaining units certified by the Canada Labour Relations Board. The Clerical and Operator Services 
Agreement has an expiry date of April 30, 1998 and the Craft Agreement expired December 31, 1997. 
Negotiations began in early 1998 between the parties. 


TELUS Communications (Edmonton), and TELUS Advertising (Edmonton) have collective agreements 
with the IBEW 1007 and the CSU 52, which cover in aggregate approximately 1,700 employees. The IBEW 1007 
craft agreement has an expiry date of December 1998, with a provision to reopen the contract to allow 
negotiations with the TELUS Communications IBEW 348 craft unit for alignment purposes. The CSU 52 
clerical/traffic unit agreement with TELUS Communications (Edmonton) has a contract expiry date of 
December 18, 1998. The CSU 52 also represents supervisory, marketing and professional employees at TELUS 
Communications (Edmonton) with an contract expiry date of December 1998. The CSU 52 represents 
approximately 100 employees of TELUS Advertising (Edmonton) with a collective agreement, which expires in 
December 1999. 


TELUS Mobility has a collective agreement with the Communications, Energy and Paperworkers Union of 
Canada (CEP) representing 450 craft/clerical employees, which expires in May 1999. The unionized employees 
of TELUS Advertising and TMSI are represented by IBEW bargaining units. The agreement at TELUS 
Advertising expires in December 1999 and the TMSI agreement expires in October 1998. 


IBEW Local 348 made a common employer application in March 1997 to the Canada Labour Relations 
Board (CLRB) to become the bargaining agent for all TELUS units. As part of the application, the IBEW asked 
the CRLB to expand the scope of the bargaining unit to include an additional 950 positions. Hearings into the 
matter commenced in October 1997, with a decision expected in 1999. However, the CRLB determined that 
TELUS Advertising Services and TELUS Marketing Services were under provincial jurisdiction and would be 
excluded from the common employer application. 


Properties of the Corporation 


TELUS’ principal properties consist of telecommunications property, plant and equipment and do not lend 
themselves to description by exact location. As at December 31, 1997, the total investment of TELUS in such 
properties was recorded at a net book value of $2,649.6 million on a consolidated basis, of which $1,920.8 million 
is attributable to the asset holdings of TELUS Communications, $416.1 million to those of TELUS Edmonton 
and $247.8 million to those of TELUS Mobility. 


Of the total consolidated investment of TELUS, $2,493 million represented capital assets in the form of 
land, buildings and communications plant in service. Such plant, located throughout Alberta, includes network 
facilities, relay and transmission towers, switching equipment, terminal devices, computers, motor vehicles, tools 
and test equipment, and furniture and office equipment. 
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With the exception of terminal devices located at customer premises, most of the communications plant and 
equipment is located on land owned by TELUS. Some buildings, switch centres and relay stations for TELUS’ 
public mobile network are situated on land held under long-term leases. Network facilities are constructed under 
or along streets or highways pursuant to rights-of-way and on land owned by TELUS. 


The properties of TELUS include: (i) office space; (ii) work centres for field service and materials 
management personnel; and (ili) space for exchange, toll and mobile radio equipment. One office building is 
encumbered by a mortgage of approximately $2.7 million as at December 31, 1997, assumed from the vendor at 
the time of purchase. Other communications property, plant and equipment consist of plant under construction 
and materials and supplies used for construction and repair purposes. 


Capital Expenditures 


During the previous five years, TELUS made the following capital expenditures. 


1997 1996 1995 1994 1993 


Capital Expenditures from continuing operations (millions) .......... $536 $395 $392 $398 $333 


Capital expenditures incurred by TELUS Communications totalled $1,440 million in the five year period. In 
1997, capital projects relating to the network ($146 million) included access, transport and switching initiatives. 
Expenditures for infrastructure ($68 million) included real estate and corporate strategic initiatives. The 
remaining capital expenditure ($53 million) was incurred for product and service development initiatives 
including Internet access service. 


TELUS Edmonton’s capital expenditures for March 1995 to December 1997 were $216 million. Capital 
projects included basic service expansion, enhanced services, network maintenance, administrative support, 
integrated information systems, terminal equipment for residence and business customers and land and 
buildings. 


Capital expenditures incurred by TELUS Mobility during the five year period, in the aggregate amount of 
$289 million, were principally spent on network expansion and switching equipment hardware and software. 


Capital expenditures incurred by other TELUS subsidiaries amounted to $109 million over the five year 
period. Expenditures included TELUS Advanced Communications computer equipment, related software and 
other equipment purchased, and expenditures in connection with the TELUS Cable Holdings Inc. (“TELUS 
Cable’) multi-media trial. TELUS Advertising and TELUS Advertising (Edmonton) also invested in an 
integrated sales and production system as well as computer equipment. 


Research and Development 


In 1997, research and development expenditures of $71 million ($55 million in 1996) were incurred by 
TELUS, including amounts that TELUS Communications contributed as a member of the Stentor alliance (See 
“Stentor Related Alliances”). 


Stentor Related Alliances 


TELUS Communications is a member of the Stentor alliance, an association of the major regional 
Canadian telecommunications companies. This alliance is intended to facilitate the provision of long distance 
and data services which cross provincial and national boundaries, and to facilitate planning and coordination of 
the provision of national services. The alliance conducts its operations through three national organizations: 
Stentor Canadian Network Management (“SCNM7”), Stentor Resource Centre Inc. (“SRCI’) and Stentor 
Telecom Policy Inc. (“STPI”). TELUS Communications (Edmonton), as a local exchange carrier, has chosen not 
to seek membership in SRCI but is a shareholder of STPI. In addition, Stentor Services Inc. (“SSI”) was created 
to hold mutual national assets. Further, SSI’s mandate has been expanded to include the provision of certain 
database services to its shareholders. 
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In late 1996, SRCI implemented a series of amendments altering the mandate (scope of work activities) and 
governance of SRCI. Local and local enhanced service development was repatriated from SRCI to the owner 
companies providing TELUS with full autonomy and control over development of local services. In terms of 
governance, streamlined decision making changes were implemented with a restructuring of the board of 
directors of SRCI, which now only consists of BC Tel, Bell Canada and TELUS Communications 
representatives. All nine Stentor members will continue as shareholders of SRCI and will have access to SRCI’s 
research and development activities and resources. 


The Stentor alliance members are parties to a connecting agreement (the “Connecting Agreement’), which 
defines the terms and conditions of the interconnection of the members’ networks and the sharing of revenues 
from certain communications services. 


The Connecting Agreement and the Stentor Settlement Arrangement were revised effective January 1, 
1998 to reflect a new Stentor settlement arrangement for data services. The Stentor Settlement Arrangement for 
data services will be effective for a two-year period ending December 31, 1999, the same ending date as the 
Stentor Settlement Arrangement for voice services. Like the Stentor Arrangement for voice services, the Stentor 
Arrangement for data services is intended to encourage Stentor members to reduce costs and to increase 
profitable revenues. Under the new arrangement for data services, the Stentor member that earns revenue from 
data services is responsible for the costs of carriage, network access and sales activities incurred by all parties 
involved in the provision of service. 


Other agreements which provide for the sharing of revenues from interconnecting telecommunications 
services include separate agreements between the Stentor alliance members and American Telephone and 
Telegraph Company (“AT&T”), MCI International Inc., Sprint Communications Company (“Sprint”), Teleglobe 
Canada Inc. (“Teleglobe”) and others. TELUS Communications’ share of revenues from such agreements is 
determined by the Stentor Settlement Arrangement. 


TELUS Communications holds an 11.0% equity interest in Alouette Telecommunications Inc. (“Alouette”). 
The majority of the remaining interest in Alouette is held by other Stentor alliance members. Alouette’s 
wholly owned subsidiary, Telesat Canada, operates satellites which transmit telecommunications data, radio, and 
television signals nationally. 


In 1992, the Stentor alliance members reached agreement with MCI Telecommunications Corporation and 
MCI Network Technologies, Inc. (collectively “MCT’) which allowed the members access to intellectual property 
and to jointly develop and offer advanced network-based services. Amendments and additional agreements were 
made in 1995 to allow Stentor members continued access to MCI intellectual property and offer existing and 
future MCI based services through an annual licensing fee arrangement. These agreements also permitted 
Stentor members to distribute Concert* global communications products and services in Canada. In 1996, 
additional changes were made to incorporate conferencing services. While the initial terms of these agreements 
will be completed in 1998, they essentially continue on an annual basis subject to the termination provisions. 


Other TELUS Alliances 


TELUS Mobility is a shareholder in Mobility Personacom Canada Ltd. (“Mobility Canada’), the 
shareholders and franchise members of which operate cellular and paging networks across Canada and offer 
services to national accounts. Mobility Canada members also share in funding the development of new 
wireless services. 


In December 1995, Industry Canada announced that Mobility Canada was one of four applicants awarded 
licences to deliver services using digital wireless personal communications services technology (“PCS”). Mobility 
Canada members were awarded 10 MHz PCS licences, entitling them to provide PCS in their regional serving 
areas across Canada (See “Competition — Wireless”). 


In May 1997, TELUS sold its 50% interest in Telecential Communications to its former partner Vision 
Networks NV (formerly KPN Kabel B.V.) for $406.8 million which resulted in an after tax gain of $123.9 million. 


TELUS and IBM Canada finalized an agreement to provide fully integrated computer and communications 
solutions to Alberta businesses. The new alliance builds on the strengths of both companies, such that IBM will 
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deliver all aspects of the computing requirements and TELUS will provide network services to meet overall 
customer needs. The two companies agreed to do joint marketing and to consider each other as a preferred 
supplier. As part of this restructuring of the alliance, TELUS sold its 50% partnership interest in ISM Alberta to 
IBM Canada, receiving in July proceeds of $24.9 million. 


Legal Proceedings 


There were no material legal proceedings as of December 31, 1997. 


Restrictions on Ownership and Operations 


Ownership restrictions for the Canadian telecommunications industry are included in_ the 
Telecommunications Act (Canada) (the “Telecommunications Act”). The Telecommunications Act implements the 
policy of Canadian control of Canadian carriers by providing that 80% of the voting shares of a carrier subject to 
this legislation must be owned and controlled by Canadians and that not less than 80% of the members of a 
board of directors must be Canadians. In October 1994, the Canadian Telecommunications Common Carrier 
Ownership and Control Regulations (the “Regulations”) were adopted under the Telecommunications Act. The 
Regulations stipulate that each corporate parent of a telecommunications carrier must (i) own at least 667%3% of 
the issued and outstanding shares of the carrier; (ii) the voting shares be at least 667% owned by Canadians and 
not otherwise controlled by non-Canadians; and (iii) monitor and control the level of foreign ownership in order 
to maintain its status as a qualified carrier holding corporation. The Regulations give TELUS, as a carrier 
holding corporation, the power to elicit information from its voting shareholders as to their identity and whether 
they are Canadian. In addition, under the Regulations, TELUS has the power to refuse to register a transfer of 
its common shares to a non-Canadian, to force a non-Canadian to sell his common shares and suspend the 
voting rights attached to such common shares, if that persons’ holdings would jeopardize TELUS’ status as a 
qualified corporation. These powers also permit TELUS to sell any non-Canadian common shares on that 
person’s behalf. To the best of TELUS’ knowledge, the level of non-Canadian ownership of its common shares 
was less than 14% at December 31, 1997. 


TELUS Mobility is also regulated by federal licensing requirements. Pursuant to the Radiocommunication 
Act (Canada), Industry Canada requires operating licences for the provision of cellular services, paging services, 
air-to-ground services, and private and shared radio communications services. Licences held by TELUS Mobility 
with respect to cellular services are scheduled to expire on March 31, 2001 and on April 30, 2001 for 2 GHz PCS. 
At this time, TELUS Mobility knows of no reason why its current licences will not be renewed as they expire. 


Ownership restrictions for the Canadian broadcasting industry, which apply to the TELUS Multimedia trial, 
are reflected in the Broadcasting Act (Canada) (the “Broadcasting Act’). The Broadcasting Act declares, as part 
of the broadcasting policy for Canada, that the Canadian broadcasting system shall be effectively owned and 
controlled by Canadians. To give effect to this policy, the federal cabinet has issued directives to the CRTC, 
stating that a broadcasting license may not be issued to an applicant that is a non-Canadian or is controlled by a 
non-Canadian. A corporation applying for a broadcasting license qualifies as being Canadian if 80% or more of 
its directors and voting shareholders are Canadian. A subsidiary corporation qualifies as being Canadian if the 
parent corporation is incorporated in Canada, Canadians beneficially own and control not less than 667% of the 
voting shares of the parent and the parent corporation does not exercise control over or influence any 
programming decisions of the subsidiary. The federal cabinet has also issued a directive stating that broadcasting 
licences may not be granted to provincial governments, their agents or, generally speaking, to municipal 
governments. 


Regulation Within the TELUS Group 


The Canadian Radio-television and Telecommunications Commission (“CRTC”) regulates TELUS 
Communications, TELUS Communications (Edmonton) and TELUS Mobility under the Telecommunications 
Act. TELUS Communications and TELUS Communications (Edmonton) have traditionally been regulated on 
an earnings (rate base/rate of return) basis, whereby the CRTC establishes the allowed rate of return, approves 
tariffs, and approves interconnection and working agreements with other carriers. In 1995, the CRTC 
established a split rate base environment for TELUS Communications and the other federally regulated 


telephone companies, excluding TELUS Communications (Edmonton), under which their operations were split 
into Utility and Competitive segments. This type of regulation, which subjects only the Utility segment to 
earnings regulation, was established for an interim period as the communications industry moved to a 
competitive environment. TELUS Communications, earnings regulation was replaced by price cap regulation on 
January 1, 1998 (See “Regulation Within the TELUS Group — Price Cap Regulation”). The CRTC has also 
forborne from the regulation of a number of services including long distance services, Internet and some data 
services (See “Regulation Within the TELUS Group — Forbearance”). For regulatory treatment of TELUS 
Communications (Edmonton) earnings, refer to the section entitled “The Directive”. 


TELUS Mobility is regulated for all-cellular, paging and personal communications services. Telecom 
Decision CRTC 96-14 confirmed forbearance from tariff regulation although TELUS Mobility is subject to 
regulation with respect to network, access and privacy issues, interconnection issues and agreements with 
foreign carriers. 


TELUS Cable, which is conducting a multimedia trial through an operating division, TELUS Multimedia, is 
regulated under both the TYelecommunications Act and the Broadcasting Act. TELUS Multimedia requires 
approval as a broadcast distribution undertaking to conduct market and technical trials in specific communities 
in Calgary and Edmonton. 


TELUS Advertising and TELUS Advertising (Edmonton) are not Canadian carriers and, therefore, are not 
subject to regulation under the Telecommunications Act. However, a portion of TELUS Advertising’s earnings 
related to directories distributed within TELUS Communications’ operating territory was included in TELUS 
Communications’ earnings in setting the rates to initiate price cap regulation on January 1, 1998. For regulatory 
treatment of TELUS Advertising (Edmonton) earnings, refer to the section entitled “The Directive”. 


Regulatory decisions, and the impacts of such decisions, related to the regulation of all telecommunications 
and broadcast carriers are numerous and complex. The following sub-sections summarize those regulatory 
issues, which in the opinion of TELUS, currently have or could have a material financial impact on TELUS. 


The Directive 


In October 1994, pursuant to the Telecommunications Act, the Governor General in Council issued Order in 
Council PC. 1994-1779 entitled “Direction to the CRTC on the Regulation of Edmonton Telephones 
Corporation (ETC) and ED TEL Communications Inc.” (the “Directive”). The Directive specified certain terms 
and conditions on which the CRTC will regulate the local exchange operations of TELUS Communications 
(Edmonton) until October 1998. The key elements of the Directive include: 


(i) approval of an allowed return on equity (ROE) in the range of 11.5% to 13.5%; 


(ii) recovery of shareholder entitlements, within the revenue requirement of TELUS Communications 
(Edmonton); 


(iii) integrality of the operations of TELUS Advertising (Edmonton) to TELUS Communications (Edmonton) 
such that revenues and expenses associated with the white pages directory and 18% of Yellow Pages 
revenue less tariffed business charges are included in the calculation of TELUS Communications 
(Edmonton) allowable revenue requirements; and 


(iv) a rate stabilization reserve of ETC at the end of 1993 in the common equity of TELUS Communications 
(Edmonton). 


TELUS Communications (Edmonton) was not a party to the price cap regulation proceeding. However, the 
CRTC has initiated a proceeding to examine the regulatory framework for TELUS Communications 
(Edmonton) when the Directive expires. 


Shareholder entitlement is the amount permitted by the Directive to be included as an additional cost of 
service in the revenue requirement of TELUS Communications (Edmonton). In 1997 TELUS Communications 
(Edmonton) paid $21.0 million in shareholder entitlement to TELUS Edmonton. 


In addition to a formula specified in the Directive, the return component of the TELUS Communications 
(Edmonton) shareholder entitlement is guided by the terms set out in Telecom Decision CRTC 93-18. To date, 
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no recovery schedule of TELUS Communications (Edmonton) shareholder entitlement has been approved by 
the CRTC. 


TELUS Communications (Edmonton) has not applied for general rate relief while under the earnings 
regulation environment maintained by the Directive. 


Income Tax Decisions 


In an advance income tax ruling, Revenue Canada confirmed that, upon privatization in 1990, the telephone 
assets would be deemed to have been acquired at the greater of the fair market values of those assets and their 
original costs. Accordingly, additional tax deductions (“ATDs”) in excess of the net book value of the assets at 
privatization, are available to TELUS Communications. To.date, these deductions have been used to reduce 
income tax expense in excess of the large corporation tax and have resulted in lower rates for subscribers than 
would otherwise have been the case. The CRTC determined in Telecom Decision CRTC 93-9 (“Decision 93-9’’) 
that TELUS should receive a portion of the benefits arising from the utilization of the ATDs. 


In late 1996, TELUS Communications settled pending reassessments from Revenue Canada in respect of 
the 1990 and 1991 taxation years. As a result, total shareholder entitlement was established at $138.5 million. In 
1997, the CRTC determined the impact of the settlement on future years’ shareholder entitlement and approved 
the recovery of the remaining balance by way of payments of $32.0 million in 1997 and $32.5 million in 1998. 


Split Rate Base Regulation 


Telecom Decision CRTC 95-21 (‘Decision 95-21’’) set the terms for splitting the rate bases of the telephone 
companies into a Utility segment and a Competitive segment for January 1995 to December 1997. Upon the 
splitting of the rate bases, only the Utility segment was left subject to earnings regulation. A principal element of 
the split rate base regime was the three-step rate rebalancing process. For TELUS Communications, the CRTC 
granted a $2 per month local rate increase for both residential and business customers effective January 1996 
and January 1997. In December 1997, the CRTC granted the third step of rate rebalancing, an increase of 
$1.10 per month for residential customers only, which became effective on January 1, 1998. This increase was 
effective with the setting of the “going in” rates under price cap regulation. In early March 1998 the CRTC in its 
final decision on the implementation of price cap, allowed an additional $0.23/line/month on top of the $1.10 
interim increase approved in December 1997. TELUS was given the choice or recovering the money retroactive 
to January 1, 1998 or adjusting the price cap formula by an amount equivalent to the $0.23. The CRTC further 
directed in Decision 95-21 that the revenues from the local rate increases be used to reduce contribution charges 
(See “Regulation Within the TELUS Group — Contribution”). 


In February 1996, in Telecom Decision CRTC 96-4 (“Decision 96-4”), the CRTC approved, on an interim 
basis, increases to local service rates (over and above those permitted for rebalancing) by TELUS 
Communications and consolidation of the company’s seven rate groups into three for residence and business 
services. The CRTC also confirmed a ROE range of 10.25% to 12.25% for the Utility segment of TELUS 
Communications. 


In Telecom Decision CRTC 96-13 (“Decision 96-13”), the CRTC approved on a final basis the 1996 interim 
rate increases granted to TELUS Communications in Decision 96-4. The CRTC also approved the consolidation 
of rate groups to one each for residential and business customers. The rate changes approved in Decision 96-13 
generated $43 million in revenue for TELUS Communications in 1996 and $49 million in 1997. Furthermore, 
Decision 96-13 permitted TELUS Communications to shorten the lives of certain assets, which largely resulted 
in an additional depreciation expense of $96.4 million in 1997. 


For TELUS Communications (Edmonton), the CRTC granted a $2 per month local rate increase for 
residential and business customers effective August 1996 and a $2 per month local rate increase for residential 
customers only effective August 1997. The third step of rate rebalancing has yet to be determined. 


Price Cap Regulation 


In 1994, the CRTC determined that rate base/rate of return regulation should be replaced with a new form 
of regulation (i.e., price cap regulation) to be effective January 1, 1998. The price cap mechanism focuses on 
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prices and thereby creates an incentive for the telephone companies to become more efficient. Price cap 
regulation requires telephone companies to first meet a productivity target set by the CRTC which benefits 
subscribers by keeping prices down. If companies can exceed this productivity target shareholders may earn 
higher returns. Price cap regulation also allows TELUS the flexibility to better respond to competition and 
consumer needs. In May 1997, the CRTC issued Telecom Decision CRTC 97-9 (“Decision 97-9”). This decision 
established the framework for price cap regulation and the terms and conditions a four-year price cap plan. The 
principal reforms instituted by Decision 97-9 as they relate to TELUS Communications are as follows: 


(i) 


(il) 


(iii) 


(iv) 


(v) 


Price Cap Formula: For each year that price cap regulation is in effect, the prices for a basket of capped 
services will be subject to the Price Cap Index (PCI). The PCI formula requires that the aggregate of 
prices for basketed services is constrained to the annual changes in the rate of inflation (GDP-PI) 
minus an offset of 4.5% (productivity offset factor), and may be adjusted for limited exogenous factors 
arising from events which are beyond the company’s control. 


Baskets and Pricing Flexibility: Three sub-baskets (basic residential local service, single and multi-line 
business local service, and other capped services) have been established with special pricing rules 
associated with each basket. 


Rate Rebalancing and Contribution Freeze: The CRTC allowed for a further round of rate rebalancing 
effective January 1, 1998 “up to a maximum” of $3 per month for basic residential local service. The 
CRTC also indicated that rate-rebalancing increases would not be implemented if toll contribution 
rates were to be reduced below a 2 cent per minute target rate. . 


Rules to Set Going-In Rates (Depreciation, ROE, and Amortization): For the purposes of setting 
going-in rates the CRTC allowed TELUS Communications to propose changes to depreciation life 
characteristics in a follow-up proceeding. The CRTC required that the company’s Depreciation 
Reserve Deficiency (DRD) be amortized over the remaining life of the assets. The CRTC also 
decided that, other than shareholder entitlement for TELUS Communications, the remaining 
balances of all regulatory deferred charges should be consolidated in 1997 and re-amortized over a 
five-year period beginning in 1998. 


Continued Regulatory Burdens: The telephone companies are required to maintain and report 
activities such as split rate base results, depreciation records and semi-annual financial reports of 
actual results. Tariffs are still required —even for uncapped services unless they are forborne. 
Construction program reviews will resume in the Year 2000. Intercorporate transactions for the Utility 
segment must still be filed. These activities are not applicable to competitors. 


In December 1997, the CRTC released an interim decision with respect to the implementation of price cap 
regulation. The major highlights of Telecom Decision CRTC 97-18 are: 


(i) 


(ii) 


(iii) 


(iv) 


Rate Rebalancing: The CRTC set the rate for TELUS Communications’ residential service at 
$22.11 per month per line, which reflects an allowed increase of $1.10 per month per line effective 
January 1, 1998. The overall financial impact of this to TELUS Communications in 1998 is an 
estimated $11.5 million in additional revenue or $3.4 million net of entrant contribution charges. 


Baskets: The proposed TELUS allocation of services was essentially approved with the primary 
exception being the inclusion of local private lines in the “Uncapped” services classification. 


Portable Subsidy Mechanism: The CRTC decided that the portable subsidy mechanism, (designed to 
encourage the provision of telephone service outside the urban city centres), will be payable in all 
areas, excluding urban core areas. 


Contribution: All wireless service providers including TELUS Mobility must now pay a surcharge per 
interconnecting trunk. 
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Forbearance 


In 1996 and 1997 the CRTC exercised its powers to forbear from the regulation of a number of services. 
These services include: 


° frame relay and packet data services, 

e Internet access services, 

* electronic messaging and information services, 

* certain routes of high capacity services and digital data services, and 
* long distance services. 


In Telecom Decision CRTC 97-19, the CRTC forbore from regulation of the long distance voice market and 
removed the prohibition against bundling of terminal equipment with other services offered by TELUS 
Communications including toll and private line. 


In Telecom Decision CRTC 97-20, the CRTC found that forbearance is warranted only on certain routes for 
specific services. For TELUS, this means that interexchange private line services offered in both directions 
between Calgary and the U.S. border, Calgary and Edmonton, Calgary and Vancouver and Calgary and Toronto 
will no longer be subject to rate regulation. Forbearance on these routes becomes effective March 18, 1998. 


As a result, TELUS Communications will no longer require prior CRTC approval of tariffs and rates for 
these services. There are, however, some conditions on the forbearance granted. These conditions include 
maintenance of customer confidentiality protections, the availability of rate schedules and the requirement to 
file intercarrier working agreements for approval by the CRTC. 


Contribution 


Currently, all interexchange service providers that make use of the public switched network (“PSTN’’) are 
required to pay contribution charges towards the local access shortfall. The contribution charge is applied on all 
Alberta originating and terminating minutes, including the minutes originated or terminated in Edmonton. 


In Telecom Order CRTC 97-590, the CRTC decided to broaden the base of contribution eligible services, 
effective January 1, 1998, as follows: 


(i) Cellular and other wireless service providers will pay contribution through a surcharge on the 
interconnecting circuits which they lease to access the PSTN. 


(ii) Line side connections used by alternate providers of long distance service for internal administrative 
use and directly connected to a service provider’s interexchange network will be subject to 
contribution charges. 


(iii) Interexchange data traffic, which connects to the PSTN (both line-side and trunk-side), will be subject 
to per minute contribution. 


(iv) Paging and Internet services will not be subject to contribution charges. 


The overall effect of this decision is to reduce entrant contribution discounts and increase the contribution 
payments to TELUS Communications and TELUS Communications (Edmonton). 


Local Competition 


In 1994, the CRTC determined that increased competition in the local telecommunications market was in 
the public interest and determined that restrictions on entry into the local market should be removed. In 
May 1997, the CRTC issued Telecom Decision CRTC 97-8 (“Decision 97-8”), which allowed local facilities- 
based competition to begin on January 1, 1998. The local competition decision allows competitors to 
interconnect with TELUS Communications, gain unbundled access to essential facilities and enter high cost 
serving areas through portable contribution subsidies. The CRTC did not order extensive unbundling and resale 
discounts. Therefore, the roll-out of local competition should reflect a facilities based competition model, 
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whereby new entrants will be more likely to construct their own facilities. Decision 97-8 applies only to TELUS 
Communications at this time. The applicability of local competition to TELUS Communications (Edmonton) is 
the subject of a separate CRTC proceeding. 


Co-location and Local Number Portability 


In 1994, the CRTC determined that co-location and local number portability are required for effective 
competition to develop. Co-location, both virtual and physical, of competitor’s transmission facilities is now 
available. In addition, in late 1997, preparation commenced for a field trial of local number portability (“LNP”) 
to be conducted in Calgary in 1998. However, the issue of the recovery mechanism for the costs of LNP has not 
yet been addressed by the CRTC. 


Broadcast 


In 1996, the CRTC confirmed the use of licensing practices to support the objectives of the Broadcasting Act 
(Canada) and reiterated the priority carriage of licensed Canadian programming on cable television distribution 
systems. In December 1997, the CRTC approved new broadcasting distribution regulations, which came into 
effect in January 1998. 


In May 1997, the CRTC set the following rules with respect to the commercial entry by telephone 
companies (“telcos”) into cable television service: 


(i) telcos can apply as early as June 16, 1997 for a commercial cable license: and 


(ii) licences for telco cable activity can be effective as early as January 1, 1998 provided tariffs are filed and 
in place for local interconnection and unbundling by January 1, 1998 and tariffs are in place for 
co-location by January 1, 1998. 


Broadcasting Decision CRTC 97-193 and Telecom Decision CRTC 97-12 approved licences for TELUS 
Cable to carry on broadcasting distribution undertakings under the Broadcasting Act for the purpose of 
conducting market and technical trials in communities located in Calgary and Edmonton. The licences expire 
May 31, 1999 and permit TELUS Cable to distribute interactive programming services of an entertaining or 
informative nature including video on demand to a limited number of subscribers in Calgary and Edmonton. As 
conditions of these licences, TELUS Cable must make a total contribution of $200,000 per annum, to an 
independently administered production fund in support of Canadian programming and to the production of 
community programming. 


As a result of supplier delays regarding the delivery of digital equipment, for the implementation of the 
trial, the CRTC has expressed concern that TELUS is not in compliance with the terms of the licences. To date 
no formal proceedings have been initiated by the CRTC and TELUS expects this issue to be resolved before the 
end of the second quarter of 1998. 


Wireless 


The regulatory regime for cellular and personal communications services (“PCS’’) providers, including 
TELUS Mobility, continued to evolve in 1997 and further changes are expected in 1998. The issue of mandated 
resale and sharing of cellular services and PCS was rejected by the CRTC in Telecom Order 97-1797. However, a 
decision in Public Notice 96-18, addressing interconnection, co-location, unbundling and equal access for 
wireless networks, is still pending. Also pending are decisions dealing with the joint marketing and bundling of 
cellular with wireline services (Public Notices 97-14 and 97-21). Decisions on these two issues are expected 
in 1998. 
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Competition 


Currently, competition exists in virtually every market and service offered by TELUS. Most notably, 
TELUS Communications has experienced significant competition in its long distance business. The following are 
TELUS’ competitive services: 


Long Distance 


TELUS has experienced long distance competition since 1993. TELUS Communications had an estimated 
market share at a 66% level overall as of December 31, 1997 (68% as of December 31, 1996). Competitors 
include AT&T Canada Long Distance Services Company (“AT&T”), Sprint Canada Inc. (“Sprint”) and 
fONOROLA Inc. (“fONOROLA’). 


Competitors in long distance services have expanded through a combination of methods, including 
acquisitions, business alliances, construction of alternative network facilities, price reductions and repackaging 
of service offerings. Price reductions driven by market forces have reduced operating margins for long distance 
voice services. 


Competitors, other than the Stentor members such as TELUS Communications, are not required to file 
tariffs for review and approval by the CRTC. The forbearance provided through Decision 97-19 results in more 
equitable treatment for TELUS Communications, when compared with other long distance competitors. 
However, competitors will continue to have a competitive advantage over TELUS Communications, which will 
have to file rates with the CRTC, when bundling forborne services (toll services) with tariffed services. 


Local 


Competition in the local services market was approved in May 1997 by the CRTC in Decision 97-8 with an 
effective date of January 1, 1998. Market share loss is minimal at this time. However, a number of parties have 
declared their intent to operate as a Competitive Local Exchange Carrier. In Alberta, MetroNet 
Communications Group Inc. (“Metronet”) is the only company, to date, that has approved tariffs. 


Resale, an alternative form of local competition of primary exchange service, has been available in TELUS 
Communications’ serving area for several years. Resale of the same service commenced in the TELUS 
Communications (Edmonton)’s serving area in October 1997. 


TELUS Communications and TELUS Edmonton are also Internet service providers in Alberta with 
68,000 residential and business customers as at the end of December 1997. 


Data and Private Line Services 


TELUS Communications, TELUS Communications (Edmonton) and TELUS Advanced Communications 
are subject to competition in the provision of data and dedicated long distance voice services from alternative 
facilities-based carriers. Alternative facilities-based competitors own and operate their own facilities and 
transmission systems, carry their own traffic and may interconnect with their network. These competitors also 
present the risk of “by-pass”, by redirecting carriage of long distance traffic onto their network facilities, away 
from the public switched telephone network owned by TELUS. The major competitors for data and private line 
services include AT&T, Sprint, and Metronet. 


Wireless 


TELUS Mobility is licensed to provide cellular and PCS service in Alberta. Rogers Cantel Mobile 
Communications Inc. (“Cantel’) is licensed to provide cellular and PCS services throughout Canada, including 
Alberta, and is a major competitor for the services of TELUS Mobility. Additional competition developed 
throughout 1997 with the launch of PCS by Clearnet. The introduction of PCS, coupled with new local 
competition rules as a result of Decision 97-8, may result in the emergence of cost-effective competition in local 
services between wireless and wireline services providers. Furthermore, Clearnet Communications Inc., a 
provider of specialized mobile radio (“SMR”) services, may enter the Alberta market to offer enhanced 
cellular-like SMR services targeted towards business applications. 
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TELUS Mobility also competes with more than 10 national, regional and local-paging companies for paging 
customers in Alberta and with major equipment manufacturers for private radio engineered systems. 


Industry Canada announced its intention to allocate,additional spectrum to wireless providers, which may 
result in increased competition for both wireless and wireline service providers. In November 1997, Industry 
Canada received comments on its proposal to allocate new spectrum through the use of auctioning. Finalization 
of auction policy is expected in 1998 and may be used for the allocation of new spectrum for 
commercial purposes. 


Advertising and Other Services 


Within Alberta, there is direct competition for TELUS Advertising and TELUS Advertising (Edmonton) 
advertising services and for telephone directory publication in specific markets. Indirect competition includes 
specialty directories, newspapers, magazines, direct mail and other print media, as well as electronic media 
including television and radio. Competition has intensified for TELUS Advertising and TELUS Advertising 
(Edmonton) as the CRTC, in late 1996, directed the telephone companies, including TELUS Communications, 
to provide non-confidential customer listing information for the purpose of compiling, producing, publishing and 
distributing independent telephone directories. 


Other Emerging Competitive Services 


Over the longer term, there are a number of factors that will increase competition in the communications 
industry. Increased competition may result from convergence of cable television, satellite, computer, wireline 
and wireless technology. In addition, competition is also expected in new markets. For example, in August 1997, 
Stentor filed comments with the CRTC regarding Local Pay Telephone competition in Canada for which a 
decision is pending. Additionally, competition may be affected by international developments, the formation of 
new business alliances and customer demands for new or repackaged services. 


Five Year Data 


SELECTED CONSOLIDATED FINANCIAL INFORMATION 


1997 1996 1995 


1994 


1993 


(millions except per share amounts) 


Operating Revenues 


Local Service . 
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Income from continuing operations before 
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Total Assets)... . 


Long-Term Debt 
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$ 218.4 
$ (6.7) 
$ 211.7 
211.7 
1.57 
1.52 
0.92 
$3,562.5 
$1,187.4 
$1,759.5 


AAAS 


Certain comparative financial information has been reclassified to conform with the 1997 presentation. Effective 
January 1, 1997 TELUS adopted the new recommendations of the Canadian Institute of Chartered Accountants with 
respect to accounting for income taxes. Prior years’ information for this change have not been restated. The effect of 
recording this income tax asset increases the non-cash tax expense in 1997 and future years but does not impact 
income tax payments. 


For a detailed description of the extraordinary item related to an asset write-down, see note 6 of TELUS 
Corporation’s 1997 Audited Financial Statements. 


(1) Local service and long distance service revenues are generated by TELUS Communications, TELUS Communications (Edmonton) and 


TELUS Mobility. 


(2) Other revenues are comprised primarily of advertising revenue, drawdowns of the rate stabilization reserve for 1993, rental revenue for 
equipment, amortization of Individual Line Service government grants, interest on overdue accounts, amortization of finance income on 
leases, gains/losses on sale of telephone plant, revenues from the distribution of cellular equipment by Canadian Mobility Products, a 


division of ATI. 


(3) Basic and fully diluted. 


(4) Includes Sinking Fund asset and future income tax asset. 


(5) Includes current portion of long-term debt. 
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Quarterly Financial Data 


Unaudited quarterly financial data for 1997 and 1996 are as shown below. 


Quarter Ended 
March 31 June 30 September 30 December 31 Total 


1997 1996 1997 1996 1997 1996 1997 1996 1997 1996 


(millions except earnings per share amounts) 

Operating Revenues .. $484.3 $449.6 $502.2 $454.1 $498.2 $460.4 $ 535.1 $496.1 $2,019.8 $1,860.3 
Income from 

continuing 

operations before 

extraordinary item.. $ 41.2 $ 61.5 $ 35.3 $ 62.2 $ 421 $ 72.3 $ 36.1 $ 70.8 $ 154.7 $ 266.9 
Discontinued | 

Operations 2) opus $121.7 $ (4.8) $1.1, 3 (6.5) 3 5.8 $.(2.0).5..G.3)-$10,9) $127 345 (24.3) 
Income from before 

extraordinary item.. $162.9 $56.7 $ 36.4 $ 56.7 $ 47.9 $ 693 $ 348 $ 59.9 $ 282.0 $ 242.6 
Extraordinary Item... = — -- — — — — $(285.2) — $ (285.2) — 
Net Incomes naa.) aes. $162.9 $ 56.7 $ 36.4 $ 56.7 $ 47.9 $ 69.3 $(250.4) $ 59.9 $. (3.2) $ 242.6 
Earnings Per Common 

Share continuing ; ; 

operations) ...... $ 0.29 $ 0.43 $0.24 $ 0.44 $ 0.29 $0.51 $ 0.25 $049 $ 1.07 $. 1.87 


Earnings Per Common 
Share ochas gisn cms $ 1.13, $ 0.40 $ 0.25 $0.40 $ 0.33 $ 0.48 $ (1.73) $ 0.42 $ (0.02) $ 1.70 


(1) Basic and fully diluted. 


(2) 1996 data has not been restated for the change in accounting policy with respect to income taxes (see above). 


Dividend Policy 


TELUS declared quarterly dividends commencing with the period October 4 to December 31, 1990. 
Payments are made on or about the 15th day of the month following the end of each quarter. Four quarterly 
dividends of $0.22 per common share were paid in 1991. From January 15, 1992 to January 15, 1998, quarterly 
dividends of $0.23 per common share were paid. On February 10, 1998, the Board of Directors declared a 
further quarterly dividend of $0.23 per common share, payable on April 15, 1998. 


MANAGEMENT DISCUSSION AND ANALYSIS 


Reference is made to TELUS’ “Management Discussion and Analysis” on pages 32 to 44 of the printed 
version of the 1997 Annual Report to the Shareholders which are incorporated herein by reference herein. 


MARKET FOR SECURITIES 


TELUS’ common shares are listed on the Toronto, Montreal and Alberta stock exchanges. The stock 
symbol has been “T” since October 21, 1996 (formerly “AGT”). 


In July 1997, TELUS announced that the TELUS Dividend Reinvestment and Share Purchase Plan and the 
TELUS Employee Share Purchase Plan would purchase shares on the open market, instead of issuing new 
shares out of treasury. Beginning with the October 15, 1997 dividend payment, TELUS terminated a 5% 
discount from the Average Market Price for shares purchased from treasury for dividend reinvestment. 


Following the sale of Telecential, it was determined that the proportion of equity in the TELUS’ capital 
structure should be reduced and that the purchase of common shares would be an advantageous use of TELUS 
funds. The Toronto Stock Exchange and the Montreal Exchange accepted a TELUS Normal course issuer bid, 
which permits TELUS to purchase during the period August 27, 1997 to August 26, 1998 up to 7.5 million shares 
for cancellation, being approximately 5% of the total number of common shares outstanding. As of 
December 31, 1997, 7,400 shares were repurchased at an average cost of $28.23 per share. 
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DIRECTORS AND OFFICERS 
Directors 


The names, municipalities of residence, offices held with TELUS, principal occupations of the directors of 
TELUS, and the year in which each director was first elected to the board of TELUS or was appointed to the 
Commission, are as set out below. At its annual meeting held on April 29, 1997, these directors were elected to 
serve until the next annual meeting of shareholders of TELUS or until a successor was elected or appointed. 


Name, Municipality of Residence 
and Year First Elected or Appointed Principal Occupation 


Roy A. Bickell President, Agrafibre Industries Inc. 
Grande Prairie, Alberta 

1980 

R. John Butler, O.C.“ Counsel, Bryan and Company 
Edmonton, Alberta (law firm) 

1995 

Harley N. Hotchkiss Private Investor 

Calgary, Alberta 

1991 

Norm Kimball President, L & N Investments Ltd. 
Calgary, Alberta (private holding company) 

1991 

Richard J. LeLacheur Chairman, Workers’ Compensation Board — Alberta 
Edmonton, Alberta 

1991 

Jack A. MacAllister Chairman Emeritus, U.S. West, Inc. 
Castle Rock, Colorado (telecommunications company) 

1992 

Joanne L. McLaws“) Vice-President, Nesbitt Burns Inc. 
Calgary, Alberta (brokerage firm) 

1990 

Harold P. Milavsky“) Chairman, Quantico Capital Corp. 
Calgary, Alberta (investment company) 

1991 

Walter B. O’Donoghue, Q.C. Partner, Bennett Jones 

Calgary, Alberta (law firm) 

1991 

Esther S. Ondrack) Senior Vice-President and Secretary, Chieftain International, Inc. 
Edmonton, Alberta (oil and gas company) 

1990 

James S. Palmer, Q.C. Chairman, Burnet, Duckworth & Palmer 
Calgary, Alberta (law firm) 

1995 

George K. Petty President and Chief Executive Officer, TELUS Corporation 
Edmonton, Alberta 

1994 
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Name, Municipality of Residence 
and Year First Elected or Appointed Principal Occupation 


Ronald P. Triffo™ President, Stanley Technology Group, Inc. 
Edmonton, Alberta (engineering firm) 

1995 

Note: 


(1) Member of Audit Committee. 


All of the directors of TELUS have held the principal occupations set forth above or executive positions 
with the same companies or firms referred to, or with affiliates or predecessors thereof for the past five years 
except as follows: Roy A. Bickell was Vice President, Operations, Alberta for Ainsworth Lumber Co. Ltd. from 
October 1993 to October 1996, and from December 1991 to July 1994 he was a forestry consultant; Joanne L. 
McLaws was a Vice-President at Burns Fry Limited from November 1991 to November 1994; Harold P. Milavsky 
was Chairman of Trizec Corporation Ltd. from October 1990 to March 1993; George K. Petty was 
Vice-President of Global Business Services for AT&T from January 1993 to October 1994, prior to which he was 
Vice-President, Western Region with the same company. 


Officers who are not Directors 


The name, municipality of residence and position with TELUS Corporation of those officers who are not 
directors are as follows: 


Name and Municipality of Residence Position with TELUS 


Gary W. Goertz Executive Vice-President, Finance and Chief Financial Officer 
Edmonton, Alberta 


Frank J. Parrotta Executive Vice-President, Corporate Development 
Edmonton, Alberta 


George N. Addy Executive Vice-President and Chief General Counsel 
Edmonton, Alberta 


Allan E. Scott Executive Vice-President 
Edmonton, Alberta 


Harry W. Truderung Executive Vice-President 
Calgary, Alberta 


Bohdan S. Romaniuk Executive Vice-President 
Calgary, Alberta 


James M. Drinkwater Vice-President and Treasurer 
Edmonton, Alberta 


Kerry C. Day Corporate Secretary and General Counsel 
Edmonton, Alberta 


All of the officers above have been engaged for the past five years in the specified present principal 
occupations or in other executive capacities with TELUS, its subsidiaries, its affiliates or predecessors thereof, 
except as follows: Gary W. Goertz was the principal of Goertz & Associates from July 1992 until March 1994; 
George N. Addy was the Director of Investigation and Research, Competition Bureau from December 1993 to 
June 1996, prior to which he was Senior Deputy Director, Investigations and Research, Competition Bureau; 
Allan E. Scott was the Vice-President of Finance and Corporate Planning of Canadian Utilities Limited from 
1992 to 1995; Kerry C. Day was a partner of Milner Fenerty, Barristers and Solicitors, from February 1991 to 
October 1994. 
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The directors and senior management of TELUS as a group own, directly or indirectly, or exercise control 
or direction over approximately 88,026 common shares, representing 0.06% of the outstanding voting securities 
of TELUS. 


ADDITIONAL INFORMATION 
Additional Information 


Additional information, including directors’ and officers’ remuneration and indebtedness, principal holders 
of TELUS securities, and options to purchase securities is contained in TELUS’ Information Circular dated 
March 17, 1998 for the Annual and Special Meeting of Shareholders to be held April 30, 1998. Additional 
financial information, including supplementary quarterly financial data and TELUS’ audited consolidated 
financial statements for the year ended December 31, 1997, are set out in the 1997 Annual Report to 
Shareholders. 


Requests for Additional Information 


TELUS shall provide to any person, upon request to the Corporate Secretary of TELUS at Floor 31, 
10020 - 100 Street, Edmonton, Alberta, T5J ONS, 


(a) when the securities of TELUS are in the course of a distribution pursuant to a short form prospectus or 
a preliminary short form prospectus has been filed in respect of a distribution of its securities: 


(i) one copy of this Annual Information Form together with one copy of any document, or the 
pertinent pages of any document, incorporated by reference in this Annual Information Form; 


(ii) one copy of the comparative audited consolidated financial statements of TELUS for the year 
ended December 31, 1997 together with the accompanying report of the auditor and one copy of 
any interim financial statements of TELUS subsequent to such audited consolidated statements; 


(iii) one copy of TELUS’ Information Circular dated March 17, 1998; and 


(iv) one copy of any other documents that are incorporated by reference into the preliminary short 
form prospectus or the short form prospectus and are not required to be provided under (i) to 
(ili) above; or 


(b) at any other time, one copy of any of the documents referred to in (i) to (iii) above, provided that 
TELUS may require the payment of a reasonable charge if the request is made by a person who is not a 
security holder of TELUS. 


TELUS Communications also files an Annual Information Form with certain provincial securities 
commissions, a copy of which may be obtained by writing to the Corporate Secretary of TELUS 
Communications at the address provided above. 
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TELUS CORPORATION 


MANAGEMENT’S DISCUSSION AND ANALYSIS 
FOR THE YEAR ENDED DECEMBER 31, 1997 
AND FOR THE YEAR ENDED DECEMBER 31, 1996 


MANAGEMENT?’S DISCUSSION AND ANALYSIS 
FOR THE YEAR ENDED DECEMBER 31, 1997 


This Management Discussion & Analysis comprises the following sections: Overview, Results of 
Operations, Liquidity and Capital Resources, and Outlook. These sections should be read jointly with the 
audited consolidated financial statements on pages H-50 - H-70. 


Overview 
1997 1996 Change % 
(millions except return on equity and 
earnings per share) 

Income before: incomesiaxesiars - CMO W css ww $ 322.8 $275.0 $ 47.8 17.4 
ess: Income: taXxcSwereyetteee a On ert. ce es 168.1 8.1 160.0 — 
Discontinved Opera@usa ere: eee ts set... sss Lele 127.3 (24.3) 151.6 — 
Ex@aordinary itemey pe ee ee ee in... 8 Bara (285.2) — (285.2) — 

INctUdgcame (lOss) . Sicegees: seen tree odes... ee $ (3.2) $242.6 $(245.8) (101.3) 

Retr ironecomimon equity, (70) <<... - a - > man papell auboreat 0.0 125 (12.5) 

Earnings (loss) per common share 
SOM PITT EO DE TALIONS we.¥ei2d, ys. 0 send, Sues ie ace alin WO wale 9 1.07 $ 1.87 $ (0.80) (42.8) 
PCO MUINUCE OPCIAlIODS cic. 6 nemaus ae oe kee ae dee 0.88 (0.17) 1.05 — 
Pe CAOTOIRALY ILCT scree. 55. STE es ae he ss See an (1.97) — (1.97) —-- 
CURR > BRO Ya EF ea gE aa $ (0.02) $ 1.70 $ (1.72) (101.2) 


The major events affecting 1997 continuing operations were: 
* strong growth in cellular subscribers 

* local rate increases 

* new residential and business long distance savings plans 

* higher depreciation rates in TELUS Communications 


* significantly lower debt and interest expense 


In addition, there were three significant items affecting reported net income: 
* gains from the sale of 50% interests in both Telecential and ISM Alberta — see Discontinued operations 


* an extraordinary non-cash charge against the recorded value of regulated assets precipitated by the 
introduction of price cap regulation — see Extraordinary item 


* new Canadian accounting requirements adopted relating to the recording of future income tax assets on 
the balance sheet and expensing of the income tax asset over time — see Income taxes 
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Results of Operations 


Operating Revenues by Subsidiary 


1997 

TELUS Communications .s..4 i. eee ee Oe eee $1,370.9 
TELUS: Edmonton. ¢...053...138 2 2) sai eee 304.6 
TELUS Mote? 27.5 2. ORE 2. cS oe ie ee 348.0 
TELUS Advertising-Services 20) ee ee ole 96.2 
Other- subsidiaries vcpinir.. sais gPatoke ade Cee te cent = eae 21.0 
Consolidation eliminations ye. 2m. aes tee reieaee eee eee (127.5) 
Operating reyenues . : ze ne. ee oe eee $2,019.8 
*TELUS Advertising Services Edmonton reported in TELUS Advertising Services 

Operating Revenues 

1997 

Local serviee:4) %. 2. Vick ©. . ARUP ® aes en eee, $1,195.1 
Long distance: SERVICE. 2.52 din Sodas epeetepse ce eee teem 676.3 
QUE F sger seston bap We: see doth ae eee eigen ree Ras as cael 148.4 
Operating Revenues.) agin’. < cyan ee eee ee $2,019.8 


1996 Change % 
(millions) 
$1,311.0 $ 59.9 4.6 
288.0 16.6 5.8 
25505 92°53 36.2 
91.4 4.8 a2 
dd4 LGS 148.6 
(96.7) (30.8) ~ (31.9) 
$1,860.3 $159.5 8.6 
% of Total 
1996 1997 1996 
(millions) mia | 
$1,028.7 Seb mee) 
698.6 SS) 37.6 
133.0 43 Wek 
$1,860.3 100.0 100.0 


The majority of the increase in operating revenues was in local services due to volume and rate increases. 
Long distance revenue decreased from last year due to the effect of lower prices. Other revenue increased 
primarily from growth at TELUS Advanced Communications (data services) and TELUS Advertising Services. 


Local Service 


1997 
RROVCTUS UINIIMIONS pete ete eee ee ee ee ee ene ee eee $1,195.1 
Network.access, lines (000’S).setiseay 3q- Sidaw bohyoost- ott: jont 1,848.6 
Cellular subscribers. (000s) .....:. 0.5;.. eel enetihanentied sep. 408.7 


1996 Change 
$1,028.7 $166.4 
1,765.8 82.8 
328.4 80.3 


% 


16.2 
4.7 
24.4 


Local service revenue is recorded by TELUS Communications, TELUS Edmonton, and TELUS Mobility. 


Strong growth in Mobility subscribers increased local revenue by $59.1 million, while local rate increases in 
January 1997 at TELUS Communications increased revenue by $35.7 million. Local access contribution 
payments from long distance competitors increased by $18.8 million to $56.8 million. Revenue from enhanced 
services, such as Call Display and Call Answer and from the Internet increased by $13.3 million (25%). 
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Revenues from other services such as Centrex and Megalink* grew by $21.9 million (29%). Higher growth in 
network access lines, especially in second lines, also contributed to the local revenue increase. 


access lines cellular 


(thousands) su bscri bers 
1849 (thousands) 409 


1997 1996 Change % 
Revenue (millions)ef?g22 2NYRISg9 BOL 9 PME) S80 lsyy 4 | $ 676.3 $ 698.6 SQ23y3— (3.2) 
PPEUSCCSMTMELIOUS) Geeta «thse Liewtue +: auto venoaye tabi es oe 2,139.4 2,034.8 104.6 all 


Long distance service revenue is recorded by TELUS Communications and TELUS Mobility. 


Long distance revenue at TELUS Communications decreased $49.0 million due primarily to lower prices 
partially offset by higher minute volume. Market share was down slightly at 66% from 68% last year. Long 
distance revenue at TELUS Mobility increased by $32.0 million or 79% due to subscriber growth and strong 
business usage across TELUS’ large Alberta cellular coverage area. 


Other 


1997 1996 Change % 
Revenue’ (millions). . 25 2. 0... . steseguel eee ee eee $148.4 $133.0 $15.4 11.6 


Other revenue consists primarily of directory advertising and publishing revenue at the TELUS Advertising 
companies. The remaining components include equipment rentals, amortization of Individual Line Service 
government grants, data services and call centre revenues. 


Revenues from data services and call centres increased by $9.9 million in 1997. Growth in sales of national 
directories and increased demand for ad space helped improve advertising and publishing revenues by 
$5.1 million. 
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Operating Expenses by Subsidiary 


1997 1996 Change % 
(millions) 
TELUS Communicationsae°'349¢8 B Gop eet UBS... we $1,119.7 $1,028.0 $ 91.7 8.9 
TELUS Edmonton $P............« dbaeevert)..... . Sees 243.2 224.4 18.8 8.4 
TELUS; Mobility, «See: 6. oo ve ses dee oh oe 195.8 153.6 42.2 2125 
TELUS. Advertising@semices’ ........ sass a oes 81.8 76.7 Sod 6.6 
Other subsidiaries an@;cospotite—-<~—-.ae ss... . 86.0 66.1 19.9 30.1 
Consolidation eliminabionsime. ...........5.-.05-3 Jee (127.5) (96.7) (30.8) (31.9) 
Operatingyexpenses 7 ieee eNO 3. a Soc to ss ww $1,599.0 $1,452.1 $146.9 10.1 
Operating Expenses 
% of Total 
1997 1996 1997 1996 
(millions) ane 
Operations... 25). 24 wee cs oe ae os alin oe ee $1,063.1 $1,014.1 66.5 69.8 
Depreciation and amortization ........... S2RR?#iM, BROS. . 535.9 438.0 Slee) 30.2 
Operating expenses «0k: See eee se eee $1,599.0 ° $1,452.1 100.0 100.0 


Depreciation and amortization increased to over one third of total operating expenses. 


cash flow 


($ millions) 


93 94 95 
capital _. long-term 
expenditures deb 
($ millions) 536 | ($ millions) 
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Operations 


1997 1996 Change % 
pe ramons exDense (MMONS).c.f\ cece a calc alas e vs eee a $1,063.1 $1,014.1 $ 49.0 4.8 
ene een (ater, ou etn is 47.4 45.5 iP a 
PRD OVC eRe Petre GENS Ss rel tc kw DN ok eae ak oe 8 8,972 8,858 114 iL 


TELUS Mobility operations expense increased due to the 24% growth in subscribers. Network interconnect 
and site rental charges, and general operations expenses increased by $21.9 million due to volume growth. 
Salaries and benefits increased by $6.4 million due mainly to higher staff levels. A $3.4 million increase in dealer 
costs was associated with a customer loyalty program. 


TELUS Communications and TELUS Edmonton’s combined operations expense was up $8.5 million. This 
was primarily due to $7.8 million of year 2000 project readiness costs, and a $10.0 million write-down of slow 
moving materials and inventory at TELUS Communications, partly offset by a number of productivity 
improvements. 


Operations expense from all other subsidiaries increased by $8.8 million. 
Earnings before interest, taxes, depreciation and amortization increased by $110.6 million in 1997 to 


$956.8 million as the operations expense grew at a slower rate than did revenue. 


Depreciation and Amortization 


1997 1996 Change %o 
Depreciation atid amortization (millions)... 0. 066 os se oes $535.9 $438.0 $97.9 22:3 
PAVCTAuesGeDIcciationgate (70) cme ff ebet nile Pee caomtecanies« 95 7.8 £7. — 


Adoption in 1997 of higher depreciation rates for certain assets in TELUS Communications was the 
primary reason for a $96.4 million increase in depreciation and amortization expense in that company. Growing 
capital expenditures were the main reason for a $10.5 million increase at TELUS Mobility and an $8.9 million 
increase in other companies. 


Amortization of goodwill decreased by $17.9 million due to the adoption of a new accounting policy 
effective January 1, 1997. This is discussed in more detail under the income taxes section below. 


Income From Operations by Subsidiary 


1997 1996 Change %o 
(millions) 
ANAL, iS. C Onin iC ALIONS cnn dip sitaac apace 6240 el Reape als ale gaa ne eta $251.2 $283.0 $(31.8) (11.2) 
Pied ECMOnte ie. Neterneer «cs Lobes aie shus SE matheative 61.4 63.6 (2.2) (3.4) 
ES MQ DUN IVE coe odie GB hn nk Se ed ee Aca cata Re las al 152.2 101.8 50.4 49.5 
TRLUS Advertising Services2 2) 009009), GORD ie 8D 14.4 14.7 (0.3) (1.8) 
Other subsidiaries 'and%orporate 227.) BES eB ABT OD, 2 (58.4) (54.9) (3.5) (6.4) 
INCOME OM Oper aulONS mace stetee cee. tee han gun Se raat ss $420.8 $408.2 $ 12.6 aot 


Income from operations grew despite higher non-cash depreciation expense. Operating income as a 
percentage of revenue decreased to 20.8% from 21.9% in 1996. 
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Interest Expense and Other 


1997 1996 Change % 
(millions) 
Interest fexpensesineiignees Bie ease guerre) 5 ee ee $97.2 $140.2 $(43.0) (30.7) 
theis Ramouton: Lee ws. ..-.- «pone seen ee 0.8 (7.0) 7.8 ee 


Interest income is netted against interest expense. The main reason for the decrease in net interest expense 
was the $423.3 million reduction in long-term debt during the year. Higher interest income due to higher 
average cash balances also reduced net interest expense. 


TELUS Communications interest expense on long-term debt decreased by $31.3 million due principally to 
long-term debt repayments in January and July 1997. Interest expense relating to the bank credit facility 
decreased by $7.3 million due to a repayment in 1996. Interest expense was further reduced by a repayment in 
1997 of long-term notes in TELUS Edmonton. The average net borrowing cost in 1997 was approximately 8.0% 
(9.0% in 1996). 


‘Other’ reflects non-operational and non-recurring transactions. The major transaction in 1996 was a 
$6.0 million reduced contribution to certain benefit plans. 


Income Taxes 


1997 1996 Change % 
(millions) 
Ificome: tawest? sc.3) ORRE oo ERE eo eee le A Be $168.1 $8.1 $160.0 — 


The increase in income taxes was attributed to two factors: 
¢ $54.5 million due principally to the loss of tax shelters Telecential provided 


* $105.5 million due to the adoption of new CICA income tax reporting requirements that brings tax 
expense to the marginal tax rate. This is affected through a reduction of future income tax assets, which 
have been recorded on the balance sheet 


The following table details the resulting changes to 1997 income. 


1997 Before 1997 After 
Accounting Accounting 
Policy Change Change Policy Change 
(millions) 
Idtome behre-ncome€AKes sii; Wetec, S\dust pies S acsyais:@ annie eure © bases $305.0 $ 17.9 $322.9 
Tncome’ taxes’: HRI | ae tee oo Rov oe os tan epeaenene Mca el one 62.6 105.5 168.1 
Income from continuing operations, before extraordinary item ....... $242.4 $(87.6) $154.8 


Income before income taxes increased from a $17.9 million reduction in goodwill amortization expense. 
This was due to the recognition of the future income tax asset and the corresponding reduction in the goodwill 
asset, resulting from the 1995 ED TEL acquisition. 
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Future Income Tax Asset 


January 1, January 1, 
1997 Before 1997 After 
Accounting Accounting 
Policy Change Change Policy Change 
(millions) 
PONTE, GSS Ctl ORS ncn Sa Rr a oe a $268.5 SG@79 3) 2) 89.2 
BRIECMICOINET LAX ASSCUs iis seco rede eh ces he ee es eee — 569.7 969.7 
$ 390.4 
Defersed mcome: tax liability. . wer ooo cen POP ees Pe LO OT, $ 9.5 $ (9.5) $— 
Pe PICMG ALINE Wt arenes ale GP ace Weadate Gaps Gee es eee hak ee 461.4 39919 861.3 
$ 390.4 


TELUS adopted the provisions of a new Canadian accounting requirement for income taxes. Under these 
new rules, the expected economic benefit from unused tax losses, unused tax reductions, and other temporary 
differences between taxable income and income before taxes is recorded on the balance sheet. A future income 
tax expense is recorded as this future income tax asset is used. 


Discontinued Operations 


1997 1996 Change % 
(millions) 
Discontinuedoperations; ic (FRIAS Cesomunications scrensed in 1! $127.3 $(24.3) $151.6 — 


TELUS sold its 50% interest in Telecential in the first quarter of 1997. An amount of $119.4 million has 
been recorded comprising of a $123.9 million gain after taxes and a $4.5 million operating loss prior to the sale. 
Telecential’s loss for 12 months in 1996 was $30.3 million. 


In the third quarter of 1997, TELUS sold its 50% interest in ISM Alberta. An amount of $7.9 million was 
recorded comprising a $4.8 million gain after taxes and $3.1 million income for the period prior to the sale. 
ISM Alberta’s income for 12 months in 1996 was $6.0 million. 


Extraordinary Item 


1997 1996 Change % 


(millions) 


TEXT AGI aly LCM ach bagi ae rinks glean s, clipes cree ortmcikarranaia tts: $(285.2) $— $(285.2) — 


The telecommunications industry in Canada is undergoing significant regulatory, competitive and 
technological change. The Canadian industry, as the U.S. industry did several years ago, has implemented a 
change in accounting that recognizes telecommunications companies have under-depreciated assets that the 
regulatory process will never recover. 


For these reasons, and with the introduction of price cap regulation effective in 1998, TELUS has recorded 
an extraordinary charge of $285.2 million after taxes. This charge was composed of a before tax increase in the 
accumulated depreciation for property, plant, and equipment of $442.7 million and the elimination of the 
$72.3 million in deferred restructuring costs. 
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Liquidity and Capital Resources 


Cash and Short-term Deposits 


1997 1996 Change % 
(millions) 
Cash.and shortstermide posits 5.4.0.2 tera ubues olsecaancia ecu chara bana: $263.6 $76.4 $187.2 245.2 


The 1997 ending cash balance represents the proceeds from the sale of Telecential and ISM Alberta to the 
extent that these funds were not required for debt repayments. 


Operating Activities 


1997 1996 Change % 
(millions) 
Cashprovided by ‘operating’ activities 7.) switeicu tm: eee tn $847.8 $633.2 $214.6 33.9 


The increase in cash provided by operating activities in 1997 resulted from a $47.9 million increase in 
income before taxes and a $97.9 million higher depreciation and amortization expense. Net changes in non-cash 
working capital increased $132.6 million relative to 1996 changes, of which $57.3 million represented the unpaid 
portion of current income taxes booked in 1997. 


Dividends 
1997 1996 Change me 
(millions) 
DIVIdGnds. "Sc Sa sc Mer ee cree sa che teas cach nce ce net eo tn itt eae ane eee $133.1 $130.8 $2.3 i i 


Total dividend payments in 1997 increased slightly, resulting from additional equity raised under the 
dividend reinvestment and share purchase plan, the TELUS employee share purchase plan and the executive 
stock option plan. The quarterly dividend payment remained unchanged at $0.23 per common share. 


Financing Activities 


1997 1996 Change ata 
(millions) 
Cash used ubwatinancing tachivitics.. ogee shit. sco, suiscvesv steko ekase ie $(389.2) $(244.8) $(144.4) 59.0 


During 1997, a total of $423.3 million in long-term debt was repaid compared to $285.7 million in 1996. The 
repayments in 1997 were funded from internally generated cash and proceeds from the sale of Telecential. Debt 
repayments in 1996 were prefunded with a $200 million issue in the previous year. In 1997, TELUS 
Communications repaid a $200 million 9.3% note in January and a second $200 million 9.8% note in July, and 
TELUS Edmonton repaid $18.5 million of other notes. 


The $36.1 million raised from the issue of common shares in 1997 ($42.9 million in 1996) was comprised of 
$18.4 million from shares under the dividend reinvestment share purchase plan, $9.8 million from shares under 
the employee share purchase plan, and $8.0 million from shares from the executive stock option plan. After 
July 1997, shares required for the dividend reinvestment and employee share purchase plans were acquired on 
the open market rather than being issued from treasury. 
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Investing Activities 


1997 1996 Change % 
(millions) 7 
Cash wsedsby-anvestingiactivitiesy. 2-26 28 hetoes Bay ok $(522.5)  $(372.3) $(150.2) ~~ 40.3 
Cash provided (used) by investing activities related to 
CRSP OTUTOUEGDCTALIONS Le oo csniansveioaiid oo nizcagemes sqtuslerciinyncs $ 403.0 $ (91.3)  $ 494.3 — 


Cash used for investing in 1997 was higher than in 1996 largely due to increased capital expenditures. 


The sale of Telecential and ISM Alberta provided $403.0 million of cash in 1997. In 1996, capital 
expenditures in Telecential were $87.8 million. 


Capital Expenditures 


1997 1996 Change % 
(millions) 
REPOS Communications ees JO Cos STO CI a $266.5 $230.3 $ 36.2 45:7 
Eee CmMONtOM ee erat ee ee ee ee BANE? Ee es 97.0 67.9 29.1 43.0 
Ee IVIGHIC Ve Maer CAE Oo 2s toRs sft shel Bees Se ESERIES 122.7 133 49.4 67.4 
AE ee AGYVETUSIIO SCEVICES, of 05 eee A ee kf 55 6.8 (1.5) (22.8) 
Lo ORs oad RRM ROE Tae a ETE Te De eh a 0 ed oer 44.4 16.4 28.0 170.7 
Remi ra ex euCi Camas «ta. isk os aA) siete tutes “ei RaNd eeheeaeD* $535.9 $394.7 $141.2 35.8 


Capital expenditures in TELUS Communications increased in 1997 due to rearrangements to the switching 
network, which will reduce future operating expenditures, product and service development expenditures for an 
integrated voice messaging service, business terminals resulting from high customer demand and conversion of 
subscriber lines to allow high-speed Internet. 


TELUS Edmonton capital expenditures increased in 1997 over 1996, largely due to the development and 
implementation of the SAP information system. 


TELUS Mobility capital expenditures increased in 1997, due to $47.9 million of spending on the network 
for new enhanced digital service, to be launched in 1998, Additional spending of $9.9 million to develop a new 
billing system to be implemented in 1998, was offset by lower spending on the analog network. 


Other increases in capital expenditures were primarily attributable to the TELUS Multimedia trial. 


Credit Facilities 


TELUS Communications maintains a short-term commercial paper program with an approved maximum of 
$300 million supported by committed bank credit facilities. A $200 million revolving bank credit facility and a 
$25 million short term credit facility are in place at TELUS Corporation. At year-end, neither company had any 
significant external borrowings outstanding under these facilities. 


TELUS Communications has an established unsecured $400 million medium-term note program under a 
shelf prospectus valid until August 1998. The program provides TELUS Communications with the flexibility to 
issue notes with maturities of one to thirty years to finance maturing long-term notes, capital expenditures and 
for other general corporate purposes. The medium-term note program has not yet been accessed. 
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Liquidity and Capital Resource Ratios 


1997 1996 Change 
Debt‘to'total capifalization®. 0% sc sec 2 es oct ete ee ee ee 36.1% 468% (10.7%) 
Net debt to total capitalization (net of sinking fund assets) .............. 34.1% 45.3% (11.2%) 
Cash flow to net long-term debt............4... .Q).D0IRb 290 aR Bau 71.6% 37.7% 33.9% 
Censtructio#iumnded (infémally.. . OLR 4... ss en vacesarowosaasmaaganaae 134.8% 130.5% 4.3% 


Debt as a proportion of total capitalization decreased in 1997, due primarily to the effects of the repayment 
of $423.3 million in long-term debt and an increase in retained earnings attributable to the change in accounting 
policy. The ratio of cash flow to net long term debt has increased due to improved cash from operating activities 
and the reduction in long-term debt. The increase in cash from operating activities, partially offset by increased 
capital expenditures, has resulted in a slight improvement in the proportion of construction funded internally. 


Credit Ratings 


1997 1996 
CBRS —copamercial paper oi ee acon sere ole ene hues) eae ne eae eee A-1 A-1 
GBRSi=‘debentures/notesproucled dey. Operaling ACUMeS ot LeY sh sesulted i A A 
DBRS =<commercialipapér 7.2 capigon. bighcr. dapreninits ane AMOtiZaAuOn. © .« R-l(middle) | R-1(middle) 
DBRS.—=idebentures/notés! 32.6 .ojibgn calaune. lO. 7990 changes, OF wien. 357.3. A(high) A (high) 


TELUS Communications maintained strong credit ratings in 1997 and early 1998. In December, the 
Canadian Bond Rating Service (CBRS) reaffirmed TELUS Communications’ commercial paper and debenture 
ratings with a stable outlook, citing a strong franchise area, modern network, improvements in efficiencies and a 
stable financial outlook. In July, the Dominion Bond Rating Service (DBRS) confirmed TELUS 
Communications’ credit ratings for senior debentures and commercial paper, with a negative outlook. DBRS 
cited increasingly intense long distance competition and the future impact of local competition in 1998 as 
support for its outlook. The DBRS rating was reconfirmed in February 1998. 


Outlook 


The telecommunications industry in Canada is entering the final stage of an industry wide transition to full 
competition that began in the early 1990s. The latest step is the opening up of the local telephone business as of 
January 1998. This competitive transition has been accompanied by technological advances and aided by a 
steady move to less regulation. In times like these, there are many uncertainties, risks, opportunities for 
innovation and even some confusion. However, the communications industry is proving to be an attractive one 
for many investors because of its continued high growth potential and opportunities for value creation. 


Before we look forward, a good base of understanding can be gained by looking back at the issues and 
expectations for 1997 that we communicated to you a year ago. 
Reporting Back 


The key outlook issues of last year unfolded much as we expected. In last year’s annual report, the following 
key issues were highlighted: 


* ongoing competition in the long distance market 

* advent of wireless digital cellular competition 

* reduction in customer growth and revenue per customer in the cellular market 
* regulatory rules for competition in the local telephone market 


* development of new and enhanced services 
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Long distance competition was active and our market share erosion slowed significantly due to our 
competitive actions. Digital cellular had little impact in 1997, with only one of the two new competitors entering 
Alberta in December 1997. Cellular customer growth slowed to 24%, but we bucked the industry trend once 
again, and managed a slight increase in cellular revenue per subscriber. Regulatory rules for local competition 
were announced in May and they were viewed as being fair and balanced. Services such as high speed Internet 
and the Multimedia trial were launched. 


The Outlook section last year contained a dozen statements on specific expectations and trends for 1997. 
Eleven of 12 were met. These included Alberta GDP growth of over 3%, declining revenue per minute in long 
distance, the goal of maintaining cellular market share in the 65-70% range and having over 400,000 cellular 
subscribers by year end. All these were attained. 


Most of the financial expectations were met with the exception being expected revenue growth of 10% — it 
was 9%. This can be attributed to the divestiture of two partnership interests — Telecential and ISM Alberta. 
Expectations of lower per unit operating costs, higher capital expenditures and higher cash flow were achieved. 


So despite the uncertainties and opportunities of an industry in transition, we managed to meet most of our 
objectives. However, one year’s success should not make management or investors overconfident, since it 
remains difficult to look forward in the current environment of competitive and technological change. 


Key Issues for the Future 
New issues for investors to watch in next two years include: 


* possible moderation of the Alberta’s strong economic growth 


* increased demand for existing and new enhanced communications services spurred by lower pricing and 
new technology 


* impact of two new cellular companies on pricing and market share 


¢ need for TELUS Communications to offset the 4.5% productivity factor under the new four year price 
cap formula for local rates 


* the amount of local market share that new competitors gain 


* potential consolidations within the Canadian telecommunication industry, which is relatively small by 
North American and global standards 


TELUS continues to benefit from operating in the province of Alberta, which is currently recognized as 
having one of the best provincial economies in Canada — with the lowest overall tax rates, government surpluses 
and above average economic growth. Despite low resource prices in late 1997, Alberta is forecast to have 1998 
Gross Domestic Product growth higher than the just over 3% expected for Canada. The 1997 estimated GDP 
growth in Alberta is over 5% compared to about 4% for the rest of Canada. 


Another positive aspect of telecommunications is the proliferation of new uses in the home and business 
that is stimulating demand. For example, second line growth is strong due use of home fax machines and use of 
the Internet. Overall, telephone line growth has increased to 4.7% last year, the highest rate in the last nine 
years. And a new Internet service like TELUS PLAnet, which did not exist three years ago, had 68,000 customers 
at year end — up 122% this year — and by year end was generating $1.3 million a month in revenue. 


TELUS enters 1998 in a very strong financial position with $264 million of cash on hand, on ongoing 
position of free cash flow and a strong balance sheet that could comfortably allow more debt. 
Risks and Uncertainties/Competition 


TELUS Communications will continue to face strong long distance competition and the beginning of local 
competition in 1998 — most likely in Calgary. Local competition is not authorized in Edmonton at this time. It 
will likely be allowed late in 1998 when TELUS Edmonton’s special regulatory transition directive expires. 
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Each one per cent change in market share equates to an estimated revenue impact of $7 million for long 
distance and $5 million for local revenue. 


Long distance pricing reductions also cause lost revenue. Each one cent change in revenue per minute, net 
of demand stimulated by lower prices, equates to an estimated $11 million of revenue. Long distance revenue 
per minute declined in 1997 by four cents to 25 cents. We foresee further declines in this measure as residential 
rates were reduced in June and business rates in September 1997 and January 1998. We cannot predict the 
pricing behaviour of the major competitors against whom we plan to remain price competitive. 


Local competition is being introduced in 1998 under the procedures and rules outlined by the CRTC in 
May 1997. The impact on TELUS and other telephone companies is expected to be more gradual than when 
long distance competition began because of the regulatory model chosen by the CRTC — namely a facilities 
based one. This means that artificial regulated discounts and forced resale of much of our network and 
operating services to competitors is not required, as it is in the United States. New local entrants must finance 
and build their own networks or lease facilities from TELUS at reasonable prices. 


New entrants, including cable-T'V companies, will initially be drawn to the urban markets. However, the 
CRIC has set up a subsidy mechanism that encourages competition in the high cost areas outside the urban city 
centres. One key requirement for the effective local competition is local number portability, where customers 
can take their phone number over to a competitor. It is not expected to be available until the latter half of 1998. 
The CRTC has not yet set out the rules on how the costs of this new system are to be shared. 


Other forms of competition will begin affecting TELUS revenues and margins in 1998 — specifically digital 
cellular. Two national providers have begun building systems in Calgary and Edmonton, with one having a 
limited launch in December 1997. These new players will provide competition to TELUS’ existing cellular 
service, the digital cellular service to be launched by mid-year and potentially to our local telephone service. 
These competitors have engaged in very aggressive pricing in other Canadian markets and caused consumer 
confusion, as we go to four competitors — up from two — and go to four different technology choices — up 
from one. We expect that our current TELUS Mobility EBITDA margin of 54% will be reduced this year from 
lower pricing and increased expenses related to acquiring and retaining customers, including higher advertising 
and phone subsidies. 


Revenue per cellular subscriber in North America has trended sharply down, in recent years, as lower usage 
customers subscribe and new entrants lower prices. This trend has not occurred at TELUS Mobility due to the 
delay of digital competitors, a strong Alberta economy and our unique province wide footprint and usage 
pattern. Our 1997 cellular revenue per subscriber per month of $82 was $1 higher than a year ago and remains 
among the highest in North America. With new competition, we do expect this indicator to decline next year. 
Each $1 change equates to an estimated annual revenue change of $5 million. TELUS Mobility expects to have 
its market share decline from an estimated 68% — primarily from a reduced share on new growth and not from 
a decline in the existing base. Their goal is to keep overall market share in the 60 to 65% range. 


Beginning in 1998, TELUS and the other telephone companies can compete in the cable-TV business. As a 
result we have set up a trial to test the economic feasibility of such a venture. TELUS Multimedia is offering 
high-speed data and entertainment services to 1,000 homes (potentially 3,400) in three neighbourhoods of 
Calgary and Edmonton. The trial results on customer acceptance and business potential are not expected until 
early 1999 assuming the CRTC allows the trial to continue despite delays in delivery of new generation 
digital modems. 


Readiness for the year 2000 is a top priority at TELUS. Our products and services are provided on complex 
computerized networks that interconnect with numerous internal systems and with other Canadian and 
international telecommunications carriers. TELUS project teams have been working since late 1996 on 
preparing for the year 2000 and we are working with other telecommunications companies to coordinate these 
activities. TELUS spent approximately $8 million in 1997 on this project and approximately $30 million 
operations expense is planned for 1998. The goal for the year 2000 project is to have all critical systems modified 
and tested by the end of 1998. Further work will be required in the first half of 1999 to complete interoperable 
testing with third parties. 
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Competitive Strategy 


In late 1996 TELUS introduced a new competitive strategy in the Alberta marketplace. Central to this is a 
strong brand presence and the determination to keep long distance pricing competitive. A strong visible brand in 
competitive markets is essential, in our view — especially when backed by high quality products, fair pricing and 
excellent customer service. This strategy also better positions us for customers who prefer a single point of 
contact for all their communications needs. 


We have executed this strategy with unified advertising and a series of price adjustments in both the 
residential and business long distance markets. In addition, a residential price guarantee offered in mid 1997 has 
been successful in ensuring customers perceive TELUS as fully price competitive. The results have been 
gratifying with long distance market share erosion slowing to 2% in 1997 — after experiencing a 10% loss in 
each of the previous two years. In addition, overall market growth has been stimulated and the volume of 
minutes increased in 1997. 


On the local side, we will pursue a price competitive approach with major competitors, while ensuring 
customers enjoy excellent customer service and are made aware of the benefits of doing business with a full 
service communications company. This strategy will see a comprehensive business rate restructuring — focussed 
particularly in the urban markets — in the first half of 1998. This will include local business rates and enhanced 
business services such as Centrex and Megalink. 


TELUS Mobility has a unique digital strategy compared to the new entrants as it plans on extending digital 
services to its entire Alberta coverage footprint. The new entrants are only expected to have a digital network in 
Calgary and Edmonton initially and will provide analog service elsewhere via roaming agreements with the two 
existing cellular operators. As a result, TELUS customers will have access to enhanced digital cellular features 
across Alberta and not just in several major cities. 


The market share goals of TELUS are to remain at or above 65% in long distance and above 60% in 
cellular next year, and to keep above 90% in local over the next two years. 


Financial Expectations 


In 1998, TELUS expects revenue growth similar to last year’s rate of 9% from a combination of cellular 
revenue growth, data business growth, local rate increases, partially offset by a continued reduction in long 
distance revenue. 


Net income in 1998 will be affected by two accounting developments in the fourth quarter of 1997. First, 
was the write-down of assets to reflect ceasing of regulatory accounting practices. This has the affect of reducing 
operations, depreciation and amortization expenses going forward into 1998 by approximately $89 million, which 
will increase earnings per share by 61 cents, using the year end shares outstanding. However, the adoption of the 
new policy on income tax accounting for Future Income Tax Assets, will reduce amortization expense by almost 
$18 million in 1998, and the total income tax rate in 1998 will be above the 44.6% statutory rate. This is in 
contrast to the more gradual ramp up in tax rate previously expected. It should be noted that neither of these 
accounting developments affect cash flow. 


TELUS is also focussed on operations expense. There is a TELUS wide focus on all unit costs — per 
telephone line, per customer, per long distance minute, etc. For example, operating expenses per average 
telephone line decreased 4% in 1997. As reported to you last year, a major process improvement initiative for 
1998 was to replace many financial and operational information systems across TELUS with one common SAP 
system. The new SAP system replaces over 80 existing systems. This was implemented as planned in 
January 1998, except in TELUS Mobility, who delayed to allow completion of a new billing system. 


However, 1998 will be a difficult year to attain significant cost efficiencies because of the extra costs of 
preparing the local network and many processes for interconnection with competitors, reducing customer service 
times, year 2000 readiness costs, and adapting to the new SAP system work processes. 


TELUS can expect higher cash flow in 1998 but the increase will likely not be large due to these extra 
expenses. There is some risk that we could pay cash taxes in 1998, but we are reasonably confident that we can 
reorganize our legal entity structure in 1998, to minimize this while simplifying our reporting. 
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Liquidity and Capital Resources 


TELUS believes that its internally generated cash flow coupled with its ability to access external capital 
provide sufficient resources to finance its cash requirements during 1998. With an approximate long-term debt 
to total capital target of 40% and a year-end ratio of 34%, TELUS has significant capacity to raise additional 
debt, if needed. 


TELUS Communications has $200 million of long-term notes payable coming due in July of 1998. This will 
likely be repaid with either the unused $400 million medium term note facility or internally generated cash or a 
combination of the two. 


Capital expenditures should be approximately the same in 1998, as compared to the $536 million spent in 
1997. However, 1997 and 1998 expenditures will be higher than previous and future years due to spending on the 
new digital cellular network, Multimedia trial, new SAP system, and local number portability. 


TELUS has an outstanding issuer bid, which allows TELUS to repurchase up to 7.5 million of its shares by 
August 26, 1998. Completing this bid would adjust the capital structure back towards the long-term target and 
would increase earnings per share. 


Based on the current situation, TELUS’ financial position should remain strong in: 1998. 


Segmented Information 


While all TELUS activities fall within the telecommunications industry, the following information illustrates 
the relative financial results of TELUS’ major subsidiaries. 


TELUS 
TELUS TELUS TELUS Advertising Others and Consolidated 
Communications Edmonton Mobility Services Eliminations Totals 


(millions of dollars) 


1997 

ROVENUC oct 5k Baten ee eee eee $1,370.9 $304.6 $348.0 $96.2 $ (99.9) $2,019.8 
Operations, expense. an ue tO: 697.2 179.8 160:0 78.5 (52.4) 1,063.1 
Depreciation and amortization ... 422.5 63.4 35.8 3.3 10.9 535.9 
Income from operations ........ 254.2 61.4 152.2 14.4 (58.4) 420.8 
Interest expense and other ...... 98.0 
Income;taxessiinsotls Fics? Deceit: 168.1 


Income from continuing 
operations before 


extraordinary item "oP 298: $ 154.7 
Discontinued operations........ 127.3 
Extraordinary item'p <1) toe ah. ne. (285.2) 
ING C1OSar coe cet, Since, och ane ence an oae Sete af BWA 
Currentuassetsorninte 1 aneesoe: at $ 398.3 $214.7. $506.1 $37.9 $(316.2)  $ 840.8 
Property, plant and 

equipment, Met Asie AIT IAY: coms 1,920.8 410.5 247.8 10.9 59.6 2,649.6 
Other; dssets.n. Bo imsceoicm wad 538.1 93.0 23.0 22.0 68.7 744.8 
Total assetS?9}742, SUS WOR 6 10. i $2,857.2 $718.2 $776.9 $70.8 $(187.9) $4,235.2 


H-38 


TELUS 
Mobility 


TELUS 
Advertising 
Services 


Others and 
Eliminations 


(millions of dollars) 


$255.5 
128.4 
25-3 


101.8 


Three Months Ended 
September 30 


June 30 


$91.4 
739 
he) 


14.6 


$28.0 
95 


$37.5 


$ (85.6) 
(56.8) 
26.0 


(54.8) 


$(358.8) 


285.6 
269.6 


$ 196.4 


December 31 


Consolidated 
Totals 


Total 


(millions except earnings per share) 


TELUS TELUS 
Communications | Edmonton 
1996 
Revetue . 4.C0r...... hee... $1,311.0 $288.0 
CIDCEATLODS EXDCNSC .. . pr ming- « +s 701.9 166.7 
Depreciation and amortization . 326.1 ahd 
Income from operations ........ 283.0 63.6 
Interest expense and other...... 
Tnggmre Waxes Prin CIA S ..... 
Income from continuing 
Operations SS .¢. 2. G5 o... 
Discontinued operations........ 
Net In€éomespe) row i. AN dies, 
Curréntiassetsooss or). ee OM $ 315.9 $141.9 
Property, plant and 
equipment,<net >... ..ronns... 2,536.4 376.0 
Oiher assets: are... of ROR. 269.8 1.8 
HEALCASSCIS LAT; a ss ehh > $3,122.1 $519.7 
Quarterly Financial Data 
March 31 
1997 (1,2) 
Per OPN OtLeVeNUCS 7... ie aes fete ghee «was $484.3 
SPCTALING EXPENSES 1. te oe os 6 +s, gue ot APOE 369.9 
MICGine ITOMMUPCTAlONS. Te. ac Sea ee ee 114.4 
PEEStLEXPENSe; Net 2% O6. ee «cya ESRB cee S DESND: 
ROTBCTA(ENCOING) tanks «fp ete ae de). eae ea a ee (0.7) 
ICME [AKC SU RT ns Se LER eh SO oe 44.7 
Income from continuing operations............. 41.2 
DASCONEMUCG OPCTANONS yi. us x. si Pig masielbs «iain! Lele I21g 
EXEEAOCUINALY: LUCEIN cc: sisce leh ouces oss) ated fe ap ias alconsyahim # — 
WNetpintaniens Elimmanoas so ob ses es pa vlna 85 $162.9 
Earnings per share, continuing operations........ $ 0.29 
Parnines: Del Share; NEU Pomaiiits <b etek ie noe <0 wes el eles 
Average common shares outstanding............ 144.1 


H-39 


$502.2 
CM | 


$498.2 
389.1 


109.1 
20.7 


> aD. ! 
440.3 


94.8 
20.1 
(0.7) 
39.3 


36.1 
(1.3) 
(285.2) 
$(250.4) 


$ 0.25 
$ (1.73) 
145.5 


Three Months Ended 


June 30 September 30 December 31 


March 31 
1996 (1) 
CpCTaM TEVEAMIGS se Se 2 ee ete oe ee $449.6 
Operalenap expenses < . .. . S52... USS. . VP 348.5 
Incase fromperasons >. ee weet = ee 101.1 
intetest.cxpense, net hs os SS eee 37.5 
Other (mromeye PS)... BAL... BATE. ee 0.1 
Rnicaaic: SRS ope Bas ee ee He 2.0 
Income from continuing operations............. 61.5 
Discontinued operations................-..-. (4.8) 
Neco ee a eS See $ 56.7 
Earnings per share, continuing operations ........ $ 0.43 
Baialings per share; itogabsr. Cutt... 2. se $ 0.40 
Average common share outstanding ............ 141.6 
1995 (1) 
Cpanel SEVIS, 2 ots oS eee Le $362.4 
Operating expGises!> o<:cjnes by! ait boas tel Ssh 279.0 
Income ‘fiom ‘Gpcrations 60 02) > ORS, SS BTS, BIG 
laterest expense; Nets 52 F225 ee. ee 28.9 
Other (icone). 2. 252052. 287240 ae (4.4) 
Income taxes ...)-../4.255. +. 5... aes: 1.9 
Income from continuing operations............; 57.0 
Discontinued operations..........5...--.--.5- (3.7) 
Net income SPT. eae ee ee ee Eo $ 53.3 
Earnings per share, continuing operations........ $ 0.41 
Eargings per share;-total, 455 <<< - oa. os ane- $ 0.38 
Average common shares outstanding. >.......... 139.4 


(1) Restated for discontinued operations. 
(2) Restated for accounting policy change. 
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355.6 355.4 
98.5 105.0 
34.5 34.0 
(0.1) (3.4) 

19 21 
622 723 
(5.5) (3.0) 


324.6 324.4 
91.8 84.1 
39.8 39.4 
(0.2) (29.2) 

2.0 11.6 
50.2 62.3 
(3.4) (3.4) 


MANAGEMENT?’S DISCUSSION AND ANALYSIS 
FOR THE YEAR ENDED DECEMBER 31, 1996 


This management discussion & analysis comprises the following sections: Overview, Results of Operations, 
and Liquidity and Capital Resources. These sections should be read jointly with the audited Consolidated 
Financial Statements on pages H-50 - H-70. 


Overview 

1996 1995 Change % 
MNemincome (milhons)-. sere Seri ere ob aol bbl LL! $242.6 $190.8 $ 51.8 272 
CME MPONNCOMIMAGI CUNY (C70) Lot eins ett of tied sf oll of al als! Pal sho’ pepe 12.5 10.5 2.0 — 
PAM RTDCTRSAT OS 3 oo oe sah, oy 0. 4's, Berea e, yn va rats eset se eels BS $ 1.70 $ 1.36 $ 0.34 25.0 


The major events affecting 1996 operating results were: 
* continued growth in cellular subscribers 
¢ implementation of local rate increases 


* inclusion of TELUS Edmonton results for 12 months in 1996 compared with 10 post acquisition months 
in 1995 


* competition in the long distance market 


Results of Operations 


The results for TELUS partnerships in ISM Alberta and Telecential have been reclassified to discontinued 
operations. Both of these partnerships were sold in 1997. 


Operating revenues 


Operating revenues by major TELUS subsidiary were as follows: 


Operating Revenues 


1996 1995 Change % 
(millions) 
TELUS#Communications Le6ck ye 08 OF INO ase yet? Pane $1,311.0 $1,211.3 $ 9.7 8.2 
‘EELUS Hdmontom..aoerhiing an promotions cxpyins aye 288.0 228.3 59.7 26.1 
FELUS Mobility>. KRPeree ga ee ren costs lot the Ca rame 255.5 156.5 99.0 63.2 
TELUS*Advertising Services SPR OR AAS, Ge DER 91.4 921 (0.7) —0.8 
Other Subsidiaries 5051, CUR CHAO. Sf SOMpany Speci, LEE 11.1 4.2 6.9 164.3 
Concolidation-eliminations 297 afer oug OMS aie Tae (96.7) (57.6) (39.1) = 67.6 
BDC Car PLOY COUCS fase eet cidtns Vato ere ae cae ce $1,860.3 $1,634.8 $225.5 13.8 


* TELUS Advertising Services Edmonton reported in TELUS Advertising Services 


Operating revenues were comprised of: 


% of Total 
1996 1995 1996 («1995 
(millions) a 
TOGAP SCIVICGIe at net aoe Ste ae, atk Rs ane ee ae $1,028.7 $ 797.6 55.3 48.8 
LOGO IStANCE SCIVICG is goo ms, AMES ei exes: Sen ethos to 698.6 709.7 37.6 43.4 
OUREEs othe Wee ee, ees LOL) ie SRR. os ge ee 133.0 1275 pete! 218s) 
(perating Fevenues: ay = weal. ¢ of cashes oe ree $1,860.3 $1,634.8 100.0 100.0 
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Operating revenues increased by $225.5 million (14%). The majority of the increase was in local service 
revenue at TELUS Mobility, TELUS Communications, and TELUS Edmonton. Long distance revenue 
decreased from last year due to the effect of increased competition on TELUS Communications’ revenue. 


Local Service 


1996 1995 Change % 
Revenue; (nilltqns) can: .s:2-c i noah nl ee $1,028.7 $ 797.6 $231.1 29.0 
Network, aeeess lines (O00's)) i... .O8RIF oi kb ee epee 1,765.8 1,702.2 63.6 ahi 
(Cellalarssubscrbers (Q00:5) ce tstacse eine Cites oe ar eee eee 328.4 237.8 90.6 38.1 


Local service revenue is recorded by TELUS Communications, TELUS Edmonton, and TELUS Mobility. 


Strong growth in TELUS Mobility subscribers increased local revenue by $83.0 million, while local rate 
increases in January and February 1996 at TELUS Communications increased revenue by $70.1 million. 
Inclusion of a full year of TELUS Edmonton revenue compared with 10 months in 1995 added approximately 
$31.0 million. Local access contribution payments from long distance competitors to TELUS increased by 
$19.6 million. Revenue from enhanced services such as Call Display and Call Answer, and from Internet 
increased by $16.5 million (42.1%). Growth in network access lines also contributed to the local 
revenue increase. 


Long Distance Service 


1996 1995 Change an 
Revenoe (iiMONS so oe ce) Os vee ee ee ae $ 698.6 $ 709.7 $(11.1) (1.6) 
Minutes (imiions) os fae): ee ee ee ee eee 2,034.8 eeew) (79.4) (3.8) 


Long distance service revenue is recorded by TELUS Communications and TELUS Mobility. 


Long distance revenue at TELUS Communications decreased $64.2 million from the loss in minute volume 
combined with lower prices from new saving plans such as Your Way™ Long Distance. This was partially offset by 
$34.7 million reduced payments to the revenue sharing plans. Market share was 68% at the end of 1996 
compared with 78% at the end of 1995. Long distance revenue at TELUS Mobility increased by $18.4 million 
(84%) due to subscriber growth and extended cellular coverage in remote areas. 


Other 


1996 1995 Change Fe 
Revenue. (MMlONS)) 1s Power: a. oy ee ete ee ee ee ee $133.0 $127.5 $5.5 4.3 


Other revenue consisted primarily of directory advertising and publishing revenue at TELUS Advertising 
companies, which was unchanged from last year. The remaining components included building and equipment 
rentals, and amortization of Individual Line Service government grants. 
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Operating expenses 


Operating expenses by major TELUS subsidiary were as follows: 


1996 1995 Change % 

: (millions) 
(FENMUS°CommuUnieaons. 252 esccc cc ni eee ec eecasecs $1,028.0 $ 970.7 $ 57.3 5.9 
PEW SE GMONEOn 2. O,0882 ... AERCP. eg yr cere eres 224.4 172k 52.3 30.4 
TELUS Mobility’ .2°". sespec4ey vs Pee ince fe Sppna, OF 15377 108.4 45.3 41.8 
PEEUS Advertising Services PUAVYIRERPSE IIE, Pies, ae 76.8 F929. (3.1) —4.0 
Ovncrsubsidiaries‘and Corporate . Ohh... eed eee 66.1 D532 40.9 161.3 
Cuasolidation eliminations¢) ... .(O.52).-- 22: ec2cccreee (96.9) (57.6) (39.3) — 67.6 
Derrating expenses ..... 7 af€2 . ws CROBPG cers pie edes $1,452.1 $1,298.7 $153.4 11.8 

Operating expenses were comprised of: 
pe ah OOS 
1996 1995 1996 1995 
(millions) 
Opeiationstyrene in. CBsth pio id4O Pe ope raing, maleic. in. LY $1,014.1 $ 895.9 69.8 69.0 
Depreciation and,Amortization hex deaceciqdou.aiel. aieas! adie 438.0 402.8 30.2 31.0 
Oporarinie "expenses . Sees a9) eBOGn a rsts Me RP aie, 4 $1,452.1 $1,298.7 100.0 100.0 
Operations expense 
1996 1995 Change To 
OIC CALIONS (INIMONSy Ste eee eee ee ee CRI ere eae es $1,062.7 $895.9 $118.2 PZ 
EBLEDAtmargin.(%) snes sosm-ont cenolinagagi? anisaorn 45.5 45.2 0.3 — 
EMployees?.s ssi ecotiosenet 10h fr gilt ZOCk al annie Hop. 8,858 8,717 141 1.6 


The major increases were at TELUS Mobility and included increased dealer costs and general operating 
expenses associated with the growing subscriber base ($24.8 million), higher network interconnection charges 
($7.0 million), and higher salaries and benefits ($5.9 million), 


The increase due to recognition of two additional months of TELUS Edmonton operations expense was 
about $28.0 million. Advertising and promotions expense including rebranding costs increased by $18.0 million 
for all of TELUS, while reorganization costs for the Communications and Advertising companies, recognized in 
1996, were approximately $10.0 million. TELUS Communications’ operations expense increase included 
$15.2 million in higher compensation as company specific performance targets that were not achieved in 1995 
were met in 1996. 


Depreciation and amortization 


1996 1995 Change oe 
Depreciation,amd amortization (miloms) ..................5- $438.0 $402.0 $35.2 8.7 
AVetage Ceprecintiomnmate Fo: oat ceisler accu hi 0 iter ne ails 7.8 Ses 0.1 _ 


A growing fixed asset base is the primary reason for the increase in depreciation and amortization expense 
in TELUS Edmonton ($13.7 million), TELUS Communications ($8.2 million), and TELUS Mobility 
($7.6 million). Amortization of goodwill. for the purchase of TELUS, Edmonton increased by $4.1 million, 
reflecting a full year’s amortization. 
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Income from operations 


The growth in income from operations led to an improved operating margin of 21.9% (20.5% in 1995). 
Income from operations by major TELUS subsidiary was as follows: 


1996 1995 Change % 
(millions) 
TELUS Comntunicationsy\!.. ..... PYAR... sta stk et $283.0 $240.6 $ 42.4 17.6 
PELUS Edmontons: 2 Paul) 0 gael Soo oe eee eee 63.6 56.2 7.4 f3 Al 
PEE USe MODE: tee tec cue sc, aac Ae Ot Ee 101.8 48.1 53.7 111.4 
TELUS “Advertising Services’ 0 oo ds000 50 0 o4s cat ded tees: 14.7 12.2 2.5 20.1 
Other subsidiaries and\corporate . (-.0N). owas ests a tae (54.9) (21.0) (33.9) — 160.7 
Income from ‘operations 9es.46.... FGPG, 4 ste extras es $408.2 $336.1 $ 72.1 21.4 


Interest Expense and Other 


1996 1995 Change %o 
(millions) ee 
INtETESt EXPENSE, Mette ai... ai cacd te egeine setae ss eh aE ene $140.2 $146.2 $ (6.0) -—41 
Cher rete BEND 2 i A DIOER 5, cca et teaeeene © vee (Oe eNnala) 24.7 77.9 


Interest income is netted against interest expense. Net interest expense decreased due to lower interest 
rates and lower debt levels, partly offset by lower interest income. Interest expense relating to the purchase of 
TELUS Edmonton decreased by $9.9 million. This was due to repayment of part of the five year floating rate 
bank facility and long-term notes in TELUS Edmonton, as well as lower interest rates. 


TELUS Communications’ net interest expense decreased $2.4 million due primarily to repayment of debt in 
March 1996. The average net borrowing cost in 1996 was approximately 9.0% (9.5% in 1995). 


‘Other’ reflects non-operational and non-recurring transactions. The major transaction in 1996 was a 
$6.0 million reduced contribution to certain benefit plans. In 1995, the major transactions were a $4.5 million 
reduced contribution to certain benefit plans and a $28.3 million gain on the purchase and sale of a 
former investment. 


Income Taxes 


1996 1995 Change % 
(millions) 
ERCOME CANCS ei futle cana naa ea entices). eno aka ers Seal 3 U3 $ (9.2) —53.1 


The income tax expense in 1996 was entirely large corporations tax. In 1995, a $9.5 million income tax 
expense associated with the purchase and sale of a former investment was recorded along with $8.0 million in 
large corporations tax. 


Discontinued Operations 


1996 1995 Change % 
(millions) 
Discontinued operations...) « « 2 ns pa Ge ae ee $(24.3)  $(13.6) $(10.7) —79.1 


TELUS sold its 50% interests in Telecential and ISM Alberta in 1997. The effects on operating income, net 
interest expense and income taxes have been reclassified to discontinued operations. 
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Liquidity and Capital Resources 
Cash and Cash Equivalents 


1996 1995 Change % Change 
(millions) 
RRs CCAS ICC OUIVAL CTS ora a ois age, gitcaage i acne Sk's 8 ania: dase $76.4 $256.7 $(180.3) (70.2) 


In 1996, cash and cash equivalents returned to normal operating levels. The 1995 year end cash amount 
included proceeds of a $200 million debenture, which TELUS Communications used to pay a $150 million 
debenture in March 1996. 


Operating Activities 


1996 1995 Change % Change 
(millions) 
Cash provided by operating activities ................... $633.2 $585.4 $47.8 8.2 
Cash provided by operating activities relating to 
cisconiintcdoaperationsranchine area ancora dotedrk: ada $ 22.2 $ 11.4 $10.8 95.0 


The increase in cash provided by operating activities in 1996 was primarily the result of an increase in 
income of $51.8 million and higher depreciation and amortizations of $45.5 million. This was partially offset by 
higher working capital changes of $24.7 million in 1996, and by the effect in 1995 of the $16.8 million deferred 
gain on early termination of an interest rate swap agreement. 


Dividends 
1996 1995 Change % Change 
(millions) 
BIC TOS Rete Brey s 5 een tys ok. See aa Ie ua eta See $130.8 $128.6 $2.2 1.7 


The increase in dividend payments in 1996 was the result of additional equity issued under the dividend 
reinvestment and share purchase plan, the TELUS employee share purchase plan and the executive stock option 
plan. The quarterly dividend payment remained unchanged at $0.23 per common share. 


Financing Activities 


1996 1995 Change % Change 
(millions) 
Cash provided (used) by financing activities ............. $(244.8) $591.7 $(836.5) — 141.4 
Cash provided by financing activities relating to 
discontinued ,eperationson css} aacibon-modtlins O0).2. baias Sae 88 $ 29.6 $ (26.1) — 88.2 


During 1996, $287 million of long-term debt was repaid and only a negligible amount of long-term debt was 
issued, A $150 million 10.05% debenture was repaid by TELUS Communications, having been prefunded during 
1995. In addition, $105 million of the TELUS $490 million five year floating rate bank facility was repaid in 
April 1996. 


TELUS Edmonton repaid $24.2 million in long-term debt in 1996 leaving $126.2 in long term debt owing at 
year-end 1996. Other repayments of long-term debt included capital lease obligations by TELUS Edmonton, as 
well as mortgage payments. 


The $42.9 million issue of common shares in 1996 ($28.9 million in 1995) was comprised of $26.8 million in 
shares under the dividend reinvestment share purchase plan, $10.7 million in shares under the employee share 
purchase plan, and an additional $5.4 million in shares from the executive stock option plan. 
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Investing Activities 


1996 1995 Change % Change 
(millions) 
Cashoused by-investing activities = «srt. fe ea $372.3 $813.0 $(440.7) = 942 
Cash used by investing activities related to 
discontinued:operations:.. ©. 4.2. ae eee $ 91.3 $ 86.3 SU 59 


Cash used by investing activities was significantly lower in 1996 largely due to the impact of the TELUS 
Edmonton purchase, which accounted for $467.5 million of the 1995 amount. Capital expenditures increased 
in 1996. 


Capital Expenditures by Major Subsidiary 


1996 1995 Change % Change 
(millions) 

TELUS: Communications ..cce).o5a a) ere eee ee ee $230.3 $272.7 $(42.4) (15.5) 
TELUS Edmontomins. tc vate 3): Aiea oe ea 67.8 44.6 26.2 52.0 
TELUS: Mobiltly: cscs: ian at perenns, oot Fn ieee cps cien aero mee a 13,3 50.8 22.5 44.3 
REO SACVentsing, SCTVICES (4.00 > ) Se Sree ree eee eae 6.9 7, Je), 86.5 
58 Ta A a gl ha ei in NIL it Ble, oan lea on 16.4 ° 4.7 i Py 248.9 
Capital.expenditures? adi ice 200 Lae contha-cct. ach-bape.. BG fe iets $394.7 $376.5 $ 18.2 48 


Capital expenditures in TELUS Communications were lower in 1996 due to reduced network expenditures 
and completion of both the Advanced Intelligent Network (AIN) platform and the Billing System Replacement 
initiative in 1995. TELUS Edmonton capital expenditures were higher in 1996, since 1995 included only 
ten months results, and due to expenditures for basic and enhanced network projects, terminal rental and 
information system projects. 


TELUS Mobility added 83 cell sites in 1996, of which 27 increased area coverage. The remaining 56 cell 
sites, and the addition of a switch improved network capacity and signal reception. Capital expenditures were 
also made in 1996 by TELUS Advanced Communications and TELUS Marketing Services. 


Credit facilities 


TELUS Communications maintains a short-term commercial paper program with an approved maximum of 
$300 million supported by committed bank credit facilities as needed. At the end of 1996, no commercial paper 
was outstanding. TELUS negotiated a $200 million revolving term credit facility, which replaced credit facilities 
of $100 million with TELUS and $175 million with TELUS Communications. Short-term credit facilities of 
$25 million have been arranged for each of these companies. 


TELUS Communications established an unsecured $400 million medium term note program in August 1996 
by way of a short form shelf prospectus. The prospectus has a two year term and provides TELUS 
Communications with the flexibility to issue notes with maturities of one to thirty years to finance maturing 
long-term notes, capital expenditures and for other general corporate purposes. No advances were outstanding 
at year-end under either of these credit facilities. 


Liquidity and Capital Resource Ratios 


1996 1995 Change 
Debtito total'capitalization Gres My AGISCQMUR, BBY Fpivs (OTe ee et. F 46.8% 52.6% —5.8% 
Net debt to total capitalization (net of sinking fund assets) .......... 45.3% 51.5% —6.2% 
asin how to neMione-tcenrucve w+ oe ee ee ee ee 37.7% 29.8% 7.9% 
Construction funded itemalivaees + eres ete eee rete tee emen 130.5% 127.3% 3.2% 


H-46 


The debt component as a proportion of total capitalization decreased in 1996 due to the effects of the 
repayment of $287 million in long-term debt and an increase in equity. Cash flow to net long-term debt has 
increased due to improved cash from operating activities and the reduction in long-term debt. The increase in 
cash from operating activities, partially offset by an increase in net capital expenditures, has resulted in an 
improvement in the construction funded internally ratio. 


Credit Ratings 


1996 1995 
CBRS commercial’ paper Osi! LO Sie Ppyene ee aaparaAage poe uy Ly A-1 A-1 
SKS —debentures/notes: W400. MUGS. SARI... 0S, PE OY A A 
DERS=—comimercialtpaper ase) SON PI BOG es Pes, R-1 (middle) R-1 (middle) 
DERo- déebentures/notes’y JA se MRS. AS. Sh Pye Lae, OVS RY, A (high) A (high) 


In April 1996, Canadian Bond Rating Service (CBRS) reaffirmed TELUS Communications’ commercial 
paper and debenture ratings and upgraded the rating outlook from negative to stable. In August 1996, CBRS 
assigned a single A rating with a stable outlook to TELUS Communications’ $400 million medium term note 
program, citing a strong franchise area, modern network, improvements in efficiencies and financial outlook. In 
May 1996, DBRS confirmed TELUS Communications’ credit ratings for senior debentures and commercial 
paper, but changed the trend from stable to negative. Dominion Bond Rating Service (DBRS) cited increased 
long distance competition and the potential change in the assessment of TELUS Communications’ income tax 
liabilities. In August 1996, DBRS confirmed the rating of A (high) with a negative outlook for the TELUS 
Communications $400 million medium term note program. The tax assessment was settled favourably in late 
December 1996. 
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TELUS CORPORATION 


AUDITED COMPARATIVE CONSOLIDATED 
FINANCIAL STATEMENTS 
FOR THE YEARS ENDED 
DECEMBER 31, 1997, 1996 AND 1995 
AND NOTES THERETO TOGETHER WITH 
AUDITORS’ REPORT THEREON 


AUDITORS’ REPORT 


TO: THE SHAREHOLDERS OF TELUS CORPORATION 


We have audited the consolidated balance sheet of TELUS Corporation as at December 31, 1997, 1996 and 
1995 and the consolidated statements of income, retained earnings and changes in financial position for the 
three years then ended. These financial statements are the responsibility of the Company’s management. Our 
responsibility is to express an opinion on these financial statements based on our audit. 


We conducted our audit in accordance with generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company as at December 31, 1997, 1996 and 1995 and the results of its operations and the 
changes in its financial position for the three years then ended in accordance with generally accepted accounting 
principles. 


(Signed) DELOITTE & TOUCHE 
Chartered Accountants 

Edmonton, Alberta 

February 10, 1998, except as to Note 19 
which is as of October 19, 1998. 
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Operating revenues 


TELUS CORPORATION 


CONSOLIDATED STATEMENT OF INCOME 
For the Year Ended December 31 


1997 1996 1995 


(thousands of dollars 
except per share amounts) 


ORIG JAMIADIL HU), TONAL QQNRINSE SII RNOEST HERE $1,195,129 $1,028,718 $ 797,617 
. SOISRIVR AMA, JOST, GO. .QREINIERS, 2901 676,318 698,602 709,734 
ZIUGIINAG, QGUGNOQIDE OT QFE. 2OPEOT OFS. UGE AA, . 148,376 132,969 127,467 


Operating expenses 


2,019,823 1,860,289 1,634,818 


BESO 20) 10 Snes) Yl DER GSS s MEA ONS S «\ShA ahh dem 1,063,070 1,014,086 895,805 
Hepreciation-and antortization”® SPPse 92s Ht ono tt Shey oe 535,885 438,011 402,868 


Income from operations 


1,598,955 1,452,097 se 23e675 


Son chal Daas Se FS malt te ane Ai ae ee 420,868 408,192 336,145 


Interest expense, net @Note/3).44./ 4.2. Suc B.# 2m. . Sod 97,167 140,181 146,178 
AE OAT CEMA he EP REND CNB eld fe pe Ren eT 809 (6,991) (31,693) 


Other (Note 4) 


Income before income taxes 
Income taxes (Note 5) 


97,976 133,190 114,485 
5 ok sate le, Bp OMIM ie RSE ebat-s Meera canes 322,892 275,002 221,660 


<chid eketeaad fe Gea gag eee Sree 168,140 8,119 17,322 

Income from continuing operations before Extraordinary item ...... 154,752 266,883 204,338 

Discontinued" opefations (Note 6) te tn ae ee 127,290 (24,280) (135593) 

Income: befofe extraordinary item). = eee ate eae eee eae 282,042 242,603 190,785 
SRR ADs WA SELLE gL er (285,207) — — 


Extraordinary item (Note 7) 


Net income (loss) 


RIN MR SE ie Siler My Ea Me Miceli Ir $ (3,165) $ 242,603 $ 190,785 


Earnings (loss) per common share 


— From Extraordinary item 


— From Continuing Operations &%. .42.54 . ©. 442A, 24 tk $ 107 878s 1.46 

— From Discontinued Operations. he. . 2.3... .8 Set +): 2 eed. $ 88 $ Gi > (.10) 
PC PEL ee Ee $ (1.97) $ — $ — 

$ 1.36 


NG Re RE LR! OR Ne WR 6 0) S70 
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TELUS CORPORATION 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
For the Year Ended December 31 


1997 1996 1995 
(thousands of dollars) 


Retained earnings, beginning of year 


Pe EN TOUSIV ATC POLECCRULS EG, Wes <civiiuaincaninn naicsihe veinyta Wolksisclvains tela les ns Bsibe waco cane He $ 461,388 $ 350,143 $ 288,401 
Changedmaccountingipolicys(Note:2)) 05.6. 5 Gi we a ble ee we ee 399,895 — — 

FAS) Jest) &(Ch awscaundyagaey Spar hehiemgiceag ae dee ener hea here era ag led ieaetee ee ieaamn Re 861,283 350,143 288,401 
DN BC RIOGS Sor Mette ent ha ae MEAS co MEERA bo. widen oe He hes (3,165) 242,603 190,785 
Premium paid on repuichase of shares (N6te"13) ees, (129) —- — 
PII CUSTOM COMMONISUALCS si) sos eie tes os este <a me's # Guns #6 See w a (133,497) (131,358) (129,043) 

Beamed carminigs: CNC ORYCAT\) 65 ies doe eho ee oo bok hare dye hes $ 724,492 $ 461,388 $ 350,143 


TELUS CORPORATION 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


For the Year Ended December 31 


Operating Activities 


Incéime béferexextfaordiparyotem .. 10... 20 ee aed ee se ot ces 


Items not affecting cash 


Depreciatonsandamortization....Gi. cae «dink Sa etn Oe be § 
Allowance for funds used during construction............ 
Amortization of workforce reduction costs .............. 
Gain on disposal of discontinued operations............. 
Puture INCOME-CaXCSesers ie 6 pig, mss 6s nels phe Ml Ie 


Net change in non-cash working capital.................. 


Cashaprovided: bycopetatiaiactivities. \... . ui. k~ fe sles es be 


Cash provided by operating activities related to 


discontinued operations sr. «35a vena ee eee eee 
Dividends fore Meomt: TONE. y.dhs Se Ee eis pe ee 


Financing Activities 


Issue of lome-ferm, depts cases. seein wi eee alto cies emer mea 
Repayment Of notes payabic, Nets -5 1 aa eat eee eee ie 
Repayment of long*term debt): s:scaceeseeesisis tases 
Sinkinefand’ contribptions'.. 2:01: fete Pe SER te Oe Sk SS 
Issucnof.copimon. SharesMne tie 025 ents see) on ee ee 


Cash provided (used) by financing activities ................ 


Cash provided (used) by financing activities related to 


discontinued: Operations. 5. sisae 20 ao ae eee ore aeenr 


Investing Activities 


Capital expenditures (i. baci. eee) ah ee eye cde cece 

Items: not’atiectimge Casts 5 1ae cm. sa eee? site ees Veneer eas 
Proceeds frony Salé- Of asseisy..& 5.2. caesar ee 
Oper sh eitinat asa dhs she teint Sein ner ay aye ge, <t am sha cng ane en ae 


Casht used. bysmvesting activities: 1.0 et aie aac + eee ee 


Cash provided (used) by investing activities related to 


discontinued Operations: ¢..%.. Sh «cease > ans Soi ees oe 


Increase (decrease) dit (Cashi7.:. 5... castes oi. o sae ae aie 
Cash and short-term deposits, beginning of year ............. 


Cash and short-term deposits, end of year 
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6s Vole. Jegel ta penile) ecw) (ol elles jelte 


1997 


1996 


1995 


(thousands of dollars) 


$ 282,042 $242,603 $ 190,785 


535,885 
(2,706) 
38,548 


(190,290) 


158,653 
(26,681) 
(10,039) 
785,412 

62,385 


847,797 


14,106 
(133,091) 


(423,298) 
(2,000) 
36,060 


(389,238) 


(32,874) 


(535,871) 
5,756 
8,519 


(875) 


(522,471) 


403,035 


187,264 
76,369 


$263,633 


438,011 
(2,526) 
35,903 


(1,423) 
(9,134) 


703,434 
(70,199) 


633,235 


22,177 
(130,768) 


(285,678) 
(2,000) 
42,907 


(244,771) 


3,490 


(394,691) 
9,775 
28,667 


(16,081) 


(372,330) 


(91,343) 


(180,310) 
256,679 


402,868 
(6,960) 
31,615 


“plies 


(8,279) 


615,824 


(30,418) 
585,406 


£15592 


(128,626) 


690,766 

(96,731) 

(29,275) 
(2,000) 
28,893 


591,653 


29,621 


(376,524) 
17,641 
3,799 

(467,503) 
9,567 


(813,020) 


(86,294) 


190,112 
66,567 


$76,369 $256,679 


TELUS CORPORATION 


CONSOLIDATED BALANCE SHEET 


As at December 31 


Assets 
Current 


Cashrandishort-term:depositsia! sen) Jin nweineialeam htas 
pecountgreceivablentit October JO98.. Phe CRTC has advise 
Current portion of future income taxes (Notes 2 and 5) 
MIC MPEG STOLE SAIC Ue cre ce at un cst nEr + <tc ea whee ae pi'e 


Property, plant and equipment, net (Note 8)............. 


Other assets 


Deferred chareesa( Note Ovi 3:3 drill aan thTett brink of 
MAVeESEMeRICCINOLE LO) a 1. A oh sees aeitereiaal ere sacieuriearen 
Srnkingptund. assets (Note 1b) x ry casa. sw eineatarpey tasieatuann' ei ufos va 
CECT et Re ee Bat nn 5 empRrs: dete oye pram Las 
Puture come taxes (Notes. 2 and Oo. oa gc se eles os 
GOOG INOUCE. Nar go la ack tas Boa a te a ats sas Sol au 


Liabilities 
Current 


Accounts payable and accrued liabilities.............0. 
Dividends payables a): iss2ancib arew cake sors race lanorlté } & 
Seisieesbilled in advances... coky. \ueie ahsanen ees gut eok ahs he Vatiogs 
Current portion of long-term debt (Note 12) ........... 


Deferred credits 


one-term Gepe (NOte! IZ) verre a syc 5) o oleae tas 08, een e's 


Shareholders’ Equity 


Sharéicapital (Note 13)15 oft (Mo inocp ls 2G RMI OMAR 7 © 
Cumulative foreign currency translation adjustment ........ 
Retained carningslyen. «28 . slat. 2H. M1... 4. JL. . OOl 


On Behalf of the Board: 


(Signed) HAROLD P. MILAVSKY 
Director 
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oe eo eo wo 


SL sys sepeeyas), 06-0; (0 


Coen eet 


0a OW Menke 


On i My oF Ome 


es selec pe 


ee ee we 


tad eCeapiche 


ete 0.) a) (aye 


Cr 


o 0 Betete he 


1997 1996 1995 
(thousands of dollars) 

$ 263,633 $ 76,369 $ 256,679 
369,838 346,417 295,387 

147,784 — — 
39,879 40,335 20,156 
19,669 25,048 ep Ms) 
840,803 488,169 591,415 
2,649,569 3,370,725 3,338,188 
10,440 107,002 205,382 
19,352 20,488 20,488 
112,189 100,150 89,016 
46,221 49,057 32,560 

493,014 _ =a 
63,604 268,451 294,720 
744,820 545,148 642,166 
$4,235,192 $4,404,042 $4,571,769 
$ 435,295 $ 375,720 $ 353,014 
33,461 33,055 32,465 
CHES) 71,920 61,879 
265,418 266,009 187,337 
811,909 746,704 634,695 
95,390 113;793 133,047 
— 9,525 88,700 
95,390 123,318 221,747 
1,03047I @ Loltsee 721,867,032, 
1,572,930 1,536,870 —-1,493,963 
35 24,174 4,189 
724,492 461,388 350,143 
2,297,422 2,022,432 1,848,295 
$4,235,192 $4,404,042 $4,571,769 


(Signed) JAMES S. PALMER 
Director 


TELUS CORPORATION 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
December 31, 1997 


Summary of Significant Accounting Policies 


The accompanying consolidated financial statements have been prepared in accordance with accounting 
principles generally accepted in Canada and in conformity with prevailing practices in the Canadian 
telecommunications industry. These statements conform in all material respects with International 
Accounting Standards. 


The term “Company” is used to mean TELUS Corporation and, where the context of the narrative permits 
or requires, its subsidiaries and partnerships. 


Measurement Uncertainty 


The preparation of financial statements in conformity with generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts of assets and 
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the 
reported amounts of revenues and expenses during the reporting period., Actual results could differ from 
those estimates. 


(a) Basis of Consolidation 


The consolidated financial statements include the accounts of the Company, its wholly-owned 
subsidiaries and its proportionate share of the assets, liabilities, revenues and expenses of its 50%- 
owned partnerships. Principal wholly-owned subsidiaries are TELUS Communications Inc., TELUS 
Edmonton Holdings Inc. (including its wholly-owned subsidiaries TELUS Communications 
(Edmonton) Inc. and TELUS Advertising Services (Edmonton) Inc.), TELUS Mobility Inc., TELUS 
Advertising Services Inc., TELUS Marketing Services Inc., TELUS Advanced Communications Inc. 
and TELUS Information Services Inc. The 50% interest in Telecential Communications and 
ISM Information Systems Management (Alberta) partnerships were disposed of during 1997 (Note 6). 


All significant intercompany transactions have been eliminated. 
(b) Regulatory Accounting Principles 


In the fourth quarter of 1997, TELUS Communications Inc. ceased the use of those regulatory 
accounting practices (RAP) which were applicable to regulated telephone companies in Canada and 
replaced them with generally accepted accounting principles (GAAP). These accounting changes were 
required due to recent developments in the Canadian regulatory environment and are more fully 
described in Note 7. 


(c) Regulation 


TELUS Communications Inc., TELUS Communications (Edmonton) Inc. and TELUS Mobility Inc. 
are regulated under the Telecommunications Act by the Canadian Radio-television and 
Telecommunications Commission (the “CRTC”). In its role as regulator of TELUS 
Communications Inc. and TELUS Communications (Edmonton) Inc., the CRTC has traditionally 
practiced earnings regulation, setting the allowed rate of return, approving tariffs, and approving 
interconnection and working agreements with other carriers. It also periodically issues directives which 
affect the accounting treatment of specific items in the companies’ accounts and reviews TELUS 
Communications Inc. construction program and intercorporate transactions. TELUS Mobility Inc. is 
subject to regulation for all cellular, paging and personal communications services with respect to 
network access and privacy issues and agreements with foreign carriers. 
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To assist TELUS Communications (Edmonton) Inc. and TELUS Advertising Services (Edmonton) Inc. 
in the transition to CRTC regulation, the Governor General in Council issued a Directive specifying 
certain terms and conditions on which the CRTC will regulate the local exchange and directory 
operations until October 1998. The CRTC has advised that a proceeding will be initiated to examine 
the regulatory framework for TELUS Communications (Edmonton) Inc. when the Directive expires. 


Telecom Decision CRTC 95-21 (“Decision 95-21”) implemented the interim regulatory framework set 
out in Telecom Decision CRTC 94-19 (“Decision 94-19”) applicable to TELUS Communications Inc. 
to be effective from January 1, 1995 until January 1, 1998. Decision 95-21 split TELUS 
Communications Inc.’s rate base into a Utility segment subject to earnings regulation and a 
Competitive segment subject to reduced regulatory overview. 


Telecom Decision CRTC 97-9 (“Decision 97-9”) established the framework for price cap regulation to 
commence January 1, 1998 for TELUS Communications Inc.. The classification of TELUS 
Communications Inc.’s Utility segment services into capped and uncapped categories received interim 
approval in Telecom Decision CRTC 97-18 (“Decision 97-18”). TELUS Communications Inc. also 
received interim approval for a rate rebalancing increase of $1.10 for local residential services in 
Decision 97-18, and interim approval of the percent subsidy requirement by rate band based on the 
interim residential service rates. The CRTC is expected to issue its final decision on these matters on 
March 1, 1998. 


(d) Financial Instruments 


The Company’s financial instruments consist of cash and short-term deposits, accounts receivable, 
investments, sinking fund assets, accounts payable and accrued liabilities, dividends payable and 
long-term debt. 


The carrying value of cash and short-term deposits, accounts receivable, accounts payable and accrued 
liabilities and dividends payable approximate their fair values due to the immediate or short-term 
maturity of these financial instruments. The fair values of the Company’s sinking fund assets are 
determined by quoted market prices at the balance sheet date. The fair value of the Company’s 
long-term debt is estimated based on quoted market prices for the same or similar issues or on the 
current rates offered to the Company for debt of the same maturity as well as the use of discounted 
future cash flows using current rates for similar financial instruments subject to similar risks and 
maturities, as disclosed in Note 12(g). 


The Company is exposed to interest rate risk arising from fluctuations in interest rates on its short-term 
deposits, sinking fund assets and long-term debt. When appropriate, the Company has used derivative 
instruments to reduce its exposure to interest rate risk. At December 31, 1997, the Company has no 
derivative financial instruments outstanding. 


The Company is exposed to credit risk with respect to its short-term deposits and sinking fund assets. 
Credit risk is minimized substantially by ensuring that these financial assets are placed with 
governments, well-capitalized financial institutions and other credit worthy counter-parties. An 
ongoing review is performed to evaluate changes in the status of counter-parties. 


The Company is exposed to credit risk with respect to its accounts receivable, however, this is 
minimized by the Company’s large customer base which covers all business sectors in Alberta. The 
Company follows a program of credit evaluations on customers and limits the amount of credit 
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extended when deemed necessary. The Company maintains provisions for potential credit losses, and 
any such losses to date have been within management’s expectations. 


(e) Inventories for Resale 


Inventories for resale are valued at the lower of cost and net realizable value, with cost being 
determined on an average cost basis. : 


(f) Property, Plant and Equipment 


Property, plant and equipment is recorded at original cost and includes materials, direct labor and 
certain overhead costs associated with construction activity. TELUS Communications Inc. also includes 
an allowance for funds utilized during construction which provides for a return on total capital invested 
in new telephone plant during the construction period. This allowance reduces current interest expense 
and is expected to be realized over the service life of the plant. ‘ 


Materials and supplies are valued at average cost. 


(g) Depreciation 


Depreciation is provided on a straight-line basis using rates determined by a continuing program of 
engineering studies, calculated to allocate to operations the cost of groups of property with equal 
service lives over the estimated useful lives of the groups. TELUS Communications Inc.’s and TELUS 
Communications (Edmonton) Inc.’s depreciation rates are subject to review and approval by the 
CRTC. The composite depreciation rate for the year ended December 31, 1997 was 9.51% 
(1996 — 7.79%; 1995 — 7.65%). 


When depreciable property, plant and equipment is sold by the Company, the original cost less 
accumulated depreciation is netted against the sale proceeds and the difference is included in the 
Consolidated Statement of Income. When depreciable property, plant and equipment is retired by 
TELUS Communications Inc. and TELUS Communications (Edmonton) Inc., the original cost of 
retired property is charged to accumulated depreciation and any disposal proceeds less the costs of 
removal, are taken into income. 


(h) Investment in Leases 


(i) 


Unearned finance income related to sales-type leases is recognized over the lease term to produce a 
constant rate of return on the investment in the lease. 


Goodwill 


Goodwill represents the excess of the cost of acquired businesses over the fair value attributed to their 
identifiable net assets less the amount deducted in 1997 in accordance with the retroactive accounting 
policy change for income taxes (see Note 2). The goodwill, which arose from the acquisition of TELUS 
Edmonton Holdings Inc. in March 1995, is being amortized on a straight-line basis over a 12 year 
period (1996 and 1995 — other goodwill was amortized over 15 years). As there have been no material 
changes to the operating lines of business of TELUS Edmonton Holdings Inc. since acquisition, 
management estimates the value of the goodwill to be not less than the unamortized balance at 
December 31, 1997. 
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(j) Deferred Charges 


Discounts on long-term debt are amortized to interest expense on a straight-line basis over the 
remaining lives of the related liabilities. Where interest coupons and residuals are held as separate 
investments in sinking funds, discounts are amortized over the period to maturity or call date so as to 
produce a constant rate of return on the investments. Other deferred charges are amortized to 
Operating Expenses on a straight-line basis. 


(k) Deferred Revenue 


(1) 


Deferred revenue relates primarily to contributions from the Government of Alberta under the 
Individual Line Service program, which is recognized as income on a straight-line basis over the 
estimated useful life of the related assets. The amount to be recognized as income within one year is 
included with Service Billed in Advance in the Consolidated Balance Sheet. 


Translation of Foreign Currencies 


Monetary assets and liabilities of the Company’s Canadian operations denominated in foreign 
currencies are translated into Canadian dollars at the rate of exchange in effect at the balance sheet 
date. Other assets and liabilities and items affecting earnings are converted at rates of exchange in 
effect at the date of the transaction. Gains or losses arising from translation of non-current monetary 
items are deferred and amortized over the remaining lives of the assets and liabilities. 


All of the assets and liabilities of the Company’s foreign operation are translated into Canadian dollars 
at the rate of exchange in effect at the balance sheet date; revenue and expense items are translated at 
the average rates of exchange for the year. Gains or losses arising from translation are deferred and 
recorded in the Consolidated Balance Sheet under the heading Cumulative Foreign Currency 
Translation Adjustment. 


(m) Income Taxes 


Commencing January 1, 1997, the Company and its subsidiaries adopted the liability method of 
accounting for income taxes as outlined in the provisions of Section 3465 of the Handbook of the 
Canadian Institute of Chartered Accountants (see Note 2). Under this method, current income taxes 
are recognized for the estimated income taxes payable for the current year. Future income tax assets 
and liabilities are recognized for temporary differences between the tax and accounting bases of assets 
and liabilities as well as for the benefit of losses available to be carried forward to future years for tax 
purposes that are likely to be realized. 


Prior to January 1, 1997, the Company and its subsidiaries, other than TELUS Communications 
(Edmonton) Inc. and the Utility segment of TELUS Communications Inc. used the deferral method of 
accounting for income taxes. TELUS Communications (Edmonton) Inc. and the Utility segment of 
TELUS Communications Inc., as directed by the CRTC, used the deferral method except that 
adjustments to income tax assets or liabilities for changes to the statutory income tax rates were taken 
into earnings in the year in which the change occurred. Where such a treatment would have a 
significant impact on net income, the CRTC may have considered a longer amortization period. 


(n) Research and Development 


Research and development costs are expensed except in cases where development costs meet certain 
identifiable criteria for deferral. Deferred development costs are amortized over the life of the 
commercial production or, in the case of serviceable property, plant and equipment, are included in 
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the appropriate property group and are depreciated over its estimated useful life. Research and 
development costs incurred during the year amounted to $70,526,000 (1996 — $54,570,000; 1995 — 
$61,632,000). 


Change in Accounting Policy 


In the fourth quarter of 1997, the Company changed its policy for accounting for income taxes and the 
provisions of Section 3465 of the Handbook of the Canadian Institute of Chartered Accountants were 
adopted effective January 1, 1997. The provisions were applied retroactively without restatement of prior 
period financial statements. At January 1, 1997, Future Income Tax Assets of $569,659,000 were recorded 
and the deferred income tax liability of $9,500,000 was reversed. The Future Income Tax Assets included 
$179,264,000 related to subsidiaries that were acquired prior to January 1, 1997 and accordingly, this 
amount reduced the goodwill previously recorded for such acquisitions. The remaining balance of the 
Future Income Tax Assets in the amount of $399,895,000 (of which the current portion is $205,052,000) has 
been credited to Retained Earnings at January 1, 1997. 


Interest Expense 


Year Ended December 31 


1997 1996 1995 
(thousands of dollars) 
Interest Lon sAtetinvdetys ater ine Sete tor TR Wade One. $115,827 $157,363 $164,753 
CUNT ee ee TE ee ne ee 2,218 1,075 9,328 


118,045 158,438 174,081 


Less; Sinking -fun@ incomics aoe) 4.1.08 cece a ee ea al eae ae rae 10,039 9,134 8,279 
Allowance for funds used during construction .............. 2,706 2,526 6,960 
INteTest INCOME | 0. 74.- 4427 Aa ee Le Oe eee Tan tad 8,133 6,597 12,664 


20,878 18,257 27,903 
$ 97,167 $140,181 $146,178 


Other 
Year Ended December 31 
1997 1996 1995 
(thousands of dollars) 
Gain on purchase and sale of interest in Telecential .................. $— $$ — $(28,339) 
Other. bodioat-invigian- agh Haas. dddicd ole ee Horse. 8b «oot .2aolas 809.0 (6991) , (3,354) 


$809 $(6,991) $(31,693) 


During 1995 the Company realized a gain on the purchase and subsequent sale of a former partner’s 50% 
interest in Telecential Communications (‘‘Telecential”). This acquired interest was in addition to the 50% 
interest already owned by the Company. The sale terms included an option to sell the Company’s remaining 
50% interest in Telecential for an amount equal to the 1995 sale price plus future funds invested. This 
option was exercised by the Company in 1997 (Note 6). 
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Income Taxes 


As described in Notes 1(m) and 2, the Company changed its method of accounting for income taxes at 
January 1, 1997. 


The balance of future income taxes at December 31, 1997 represents the future benefits of temporary 
differences between the tax and accounting bases of assets and liabilities, consisting mainly of Additional 
Tax Deductions (ATD’s) and losses available to be carried forward for tax purposes to the extent that they 
are likely to be realized. 


The Company is entitled to a portion of the benefit of income tax savings, which will result from the 
utilization, by TELUS Communications Inc. of its ATD’s. The CRTC determined the amount of this 
shareholder entitlement. The entitlement is being recognized by the Company as increased revenue in the 
Consolidated Statement of Income. Revenues in respect of the entitlement recognized during the year 
amounted to $32,014,000 (1996 — $26,600,000; 1995 — $33,155,000). In 1997, the CRTC approved payment 
of the remaining balance of $32,538,000 in 1998. 


Revenues in respect of Shareholder Entitlement for TELUS Communications (Edmonton) Inc., amounted 
to $21,000,000 in each of the years 1997, 1996 and 1995. The total Shareholder Entitlement is estimated to 
be $175,000,000 and will be recorded pursuant to a schedule to be approved by the CRTC. 


Major components of income tax expense before extraordinary item and discontinued operations are 
as follows: 


Year Ended December 31 


1997 1996 1995 
(thousands of dollars) 
SET Chiovax) Spee CUM I7: MOT. sgiieesecho? BADR 8 eis Bones $ 33,613 $8,119 $ 7,822 
UIUC SIN COINEC “LAXMI ere em nie Sr ee et ee ee Ot UR ee ee, oon yn a 134,527 — 9,500 


$168,140 $8,119 $17,322 
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The following table reconciles the difference between the income taxes that would result solely by applying 
statutory tax rates to pre-tax income and the income taxes actually provided in the accounts: 


Year Ended December 31 


1997 1996 1995 
(thousands (%) (thousands (%) (thousands (%) 
of dollars) of dollars) of dollars) 
Income before income taxes........0.0.05....005 $322,892 $275,002 $208,275 
Statutory Income taken ws: ol. ititheknts &, -2e es Piette $144,074 44.6 $122,706 44.6 $ 92,865 44.6 
Adjusted for the effect of: 
Allowance for funds used during construction ..... — -- (700) (0.1) (1,850) (0.9) 
Realization of additional tax deductions ......... — — (109,301) (39.7) (65,900) (31.6) 
Capitalized to deferred charges................ — —_-* — — (21,300) (10.2) 
Non-taxable portion of capital gain... .......... — — — — (3,458) (1.5) 
Non-deductible portion of amortization of 
acquiredaassets wl .iscyosgen-ad. of obese & Of de 2,960 1.0 3,760 1.4 3,460 1.7 
Other sis Secwcues ees ae Ait, ear e rn on ee 13,431 4:1 | (16,465): (6.0): “SoS 383m 
Income taxes before the undemoted.se.. a te 160,465 49.7 — ~- 9,500 4.6 
Large corporations tax. no > ee ip che eee ee 7,675 2.4 orig 50 1 822 
THOU AXES cae me EIEy Sc me eae be Ne $168,140 52.1 $e: 8119  3.0:%$:47,322)45 Bit 


In 1995, management determined that a pending reassessment from Revenue Canada would result in an 
income tax liability of $79,200,000 of which $21,300,000 related to 1995. As a result, the Company recorded 
a deferred tax liability of this amount and, in accordance with Telecom Decision CRTC 93-9 established a 
deferred charge (the “Income Tax Regulatory Deferral Account’’) that was to be amortized to earnings as 
directed by the CRTC. During 1996 the Company settled the pending reassessments from Revenue Canada. 
As a result of the settlement, the deferred tax liability and Income Tax Regulatory Deferral Account 
were reversed. 


Discontinued Operations 


On March 11, 1997, the Company sold its 50% interest in Telecential Communications Inc. (Telecential) 
which resulted in an after tax gain of $123,890,000. Telecential is involved in cable TV and telephone 
operations in the U.K. 


On July 2, 1997, the Company sold its 50% interest in ISM Information Systems Management (Alberta) 
(ISMA) which resulted in an after tax gain of $4,775,000. ISMA provides information technology services to 
customers in the Province of Alberta. 
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For reporting purposes, the results of operations of Telecential and ISMA have been disclosed separately 
from those of continuing operations for the year ended December 31, 1997 and the comparative balances 
for 1996 and 1995 have been restated. The results of discontinued operations are summarized below: 


Year Ended December 31 


199719961995 
(thousands of dollars) 
ie PPR UCNUCS A trea dees ice aah den aoe RVs SARS eae AP SSI $ 30,839 $54,905 $ 29,016 
 SGHEUITES AIO, Sones noc cee ee aa Pm PR a eo oe (15375); § (24,280) (13,553) 
Gain on disposal of discontinued operations (net of income taxes 
of $61,625,000) ....... CU Lhe Cotehs LR ea nas, oy Sai. Gentine Ce ics 128,665 — — 


$127,290  $(24,280) $(13,553) 


The assets and liabilities of discontinued operations are as follows: 


As at December 31 


1997 1996 1995 
(thousands of dollars) 
CSIP CTIDSEESSO USI fr Ava ee ce ee Pe EOE, CARR CRORE ad $ — $ 33,284 $ 23,007 
PIepertyeolantand €quipment: ci... iv te ees ew Ge sees ws be ew a 266,631 169,583 
Ay ERIC PASEO ME Yo, Wak oe ak gees Sie aes EI. eee DIB NMR SL A pn gte ch oe — 1577 6,279 
GiaTeHO MAUS GOWR. COM me eo ese Pea vas ROWE an 7A,8221981922,557 
Lomp-teriitrabilities tune? Ps. As, ECS AR A tees orate tebe — 20,226 48,540 


Extraordinary Item 


As disclosed in Note 1(b), in the fourth quarter of 1997, TELUS Communications Inc. ceased the use of 
those regulatory accounting practices (RAP) which were applicable to regulated telephone companies in 
Canada and replaced them with generally accepted accounting principles (GAAP). The accounting changes 
resulted from certain recent developments in regulation of the Canadian telecommunications industry, an 
industry which has been significantly impacted by the introduction of competition in the local 
exchange market. 


The major development was that the CRTC revised the method of regulation for telephone companies. 
Instead of the traditional rate of return regulation involving the recovery of costs through rates charged to 
customers, the CRTC has approved an incentive form of regulation involving the setting of price caps. 
Under price cap regulation, the Company is not assured of recovering costs through its rates, thus, certain 
regulatory assets which were assets under the cost recovery method of regulation must be expensed or 
written-down to realizable values under price cap regulation. 
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As a result of the discontinuance of regulatory accounting practices, TELUS Communications Inc. recorded 
a fourth quarter extraordinary non-cash after-tax charge of $285,207,000 comprised of the following: 


Before Tax After Tax 
(thousands of dollars) 


Write-down of net carrying values of property, plant and equipment .......... $442,700 $245,167 
Elimination of regulatory asset — restructuring costs...............--00 eee 72,300 40,040 


$515,000 $285,207 


In conjunction with the discontinuance of regulatory accounting practices, and, to better reflect the rapid 
market and technological changes existing in the industry, TELUS Communications Inc. has revised its 
estimated useful lives of property, plant and equipment as follows: 


Average Life (Years) 
1995 1996 1997 1998 


TOWCrSteete TR, 8 Tee SSS SO ee ee eee eee oes 6 Vian ge | 18 18 
Switching digital VOOR 2.5.0 SS ee eS eee oe ee ae ae 140 140 0 ee 
Transmissiom2odigitale julemated «o.oo a oo ol OR BOE oe 15 15.9084 11 
Watlersriiabletamed.. . 5 coi: odes ee ee + hee nie > ee 25 AGS 18 15 
Bbricdi€aies .o ess os ews soa dey creep «> Bee eae . eee 25 \nsi25vnegari ds 
Customer drops sc rr eos eile aie se eet sie wt el eles or ade os ee re 25°72 25er Tap =24 
Switchiig) and iadministrative Sottwateg. 25. 252) sieeocieie pel nie eee 5 5 5 3 


Property, Plant and Equipment 
December 31 


1997 1996 1995 
Accumulated Net Book Net Book Net Book 
Cost Depreciation Value Value Value 
(thousands of dollars) 

BUNCINGS :0e coudes is .7 pt, cate are ee $ 596,786 $ 293,360 $ 303,426 $ 389,345 $ 408,627 
Network equipment and outside plant... 4,017,470 2,231,287 = 1,786,183 = 2,361,333 2,273,343 
General equipment and other......... 952,116 599,361 353,415 477,070 493,840 
5,567,032 $3,124,008 2,443,024 3,227,748 3,175,810 
| 2 CY a teenager rig Are Pies Serum ner Sa 49,954 49,954 50,266 53,947 
Plant .under‘construction: ga). saldiiae 150,731 150,731 80,667 94,303 
Materials and supplies .............. 5,860 5,860 12,044 14,128 
$5,773,577 $2,649,569 $3,370,725 $3,338,188 
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Year Ended December 31 


1997 1996 1995 
(thousands of dollars) 
Restrmemcinercosts Sout vod iavovl: pe hiee fain cM eee GOR HG $ — $ 95,057 $104,867 
Income tax regulatory deferral account (Note 5)0 0. oo. se “= — 79,200 
Discounts Ol long-term: GeOr- and OfHEY .. cae lee ee ee es 10,440 11,945 21,315 


$ 10,440 $107,002 $205,382 


In 1997, TELUS Communications Inc. recorded $15,791,000 (1996 — $26,093,000; 1995 — $5,250,000) to 
provide, primarily, for restructuring costs during the year. Restructuring costs were amortized on a five year 
basis as approved by the CRTC and were included in operating expenses. The remaining unamortized 
balance at the end of 1997 was written off and included in extraordinary item (Note 7). 


The amount of amortization recorded in 1997 for these programs was $38,548,000 (1996 — $35,903,000; 
1995 — $31,615,000). 


Investments 


December 31 
1997 1996 1995 


(thousands of dollars) 


Carried at written down cost — 
Alouette Telecommunications Inc./Telesat Canada ................ $19,352 $19,352 $19,352 
COS Veta id cee 8 ey calla Me ATER CLS a Mare Geel 5 Js, ce TERE Re ee — 1,136 1,136 


$19,352 $20,488 $20,488 


The fair values of the investments at December 31, 1997, 1996 and 1995 were estimated to be greater than 
their recorded values. 

Sinking Fund Assets 

Sinking fund assets relate to the Company’s notes payable and consist of the following: 


December 31 
1997 1996 1995 


(thousands of dollars) 


Debentures, at amortized cost: 


Government.of Canada, direct and guaranteed................. $ 43,930 $ 39,553 $35,614 
Alberta Government Telephones Commission..............++05 56,031 50,841 46,133 
99,951 90,394 81,747 

SHOTE-CCLIIPUC DOSI(S gon rea ec stirs ee cs Ac ma ee eRe 12.213 9,726 73255 
PXCRLUCU IMLCLOS Ue oc caia a a's yo By Ree ET RBH oe ace TRICE Nee omelaas: x 25 30 14 


$112,189 $100,150 $89,016 


H-63 


11. 


12. 


TELUS CORPORATION 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
December 31, 1997 


Sinking Fund Assets (Continued) 


Assets in the sinking fund have an approximate market value of $124,376,000 as at December 31, 1997 
(1996 — $116,364,000; 1995 — $103,015,000). 


The sinking fund assets have a weighted average effective interest rate of 9.9% (1996 — 10.1%; 
1995 — 10.3%) and the debentures have maturity dates between November 1999 and May 2000. 


Long-Term Debt 


December 31 
1997 1996 1995 


(thousands of dollars) 
Notes Payable: 


1Q05 % duet Mfaxch: LO9G)S504% (bias seed eee gisele ea sev YS 5 = 5 — $ 150,000 
9.3096 due anttary2 997 Wer ets cr enema ee ner Seek ee een ee ae — 200,000 200,000 
980%_duevhulyy 99712, 262.2. emietoIg aaedi. nod TRO! rt hob: — 200,000 200,000 
9.90% due July I99Site 2 chee ee hd ace rs Orgel aoe eres 200,000 200,000 200,000 
12:00% due, November 1999. (see. (a) below) one. acre ee 50,000 50,000 50,000 
11-8070. due May.2003 (see (a) below) ees... eee 150,000 150,000 150,000 
Other Notes with interest between 7.375% and 12.00% 
and maturing between 1996 and 2004 (see (b) below) ....... 98,331 116,852 141,006 
498,331 916,852 1,091,006 
9.50% Series A Debentures due August 2004 (see (c) below).... 200,000 200,000 200,000 
8.80% Series B Debentures due September 2025 
(SEE AC DOLOW, Jo ares: oats ncaa a, fein ae Coe PN renee ae 200,000 200,000 200,000 
Non*intetest DeatingtOans oo. i se ee Phos oo a ts ews 4,895 4,442 9,201 
CapitaPteases payablet(see (d) below) 20. ieee ss aes aes 5,000 32,604 28,054 
Non-recourse ‘bank loans (see,(f)) below)) a. i be ce —_— 35,181 31,803 
Bank. Credit, Facility (see,(¢) below).<.2007 .FGRt. tf sedan. on 385,000 385,000 490,000 
Other 5c cae eorghts Fue SDS ASO ahs Riera rarteeeee a eseeneneerts 2,663 3,518 4,305 


797,558 860,745 963,363 


1,295,889 1,777,597 2,054,369 
Less: Currentiportidnt aly 86aienao. bas obiave® soton lyasins 265,418 266,009 187,337 


$1,030,471 $1,511,588 $1,867,032 


(a) The outstanding 12.00% (due November 1999) and 11.80% (due May 2003) notes are secured by 
sinking fund assets of the Company. In accordance with note terms, these notes require annual sinking 
fund contributions of 1.00% of the principal amounts outstanding until one year prior to maturity. The 
11.80% note has an early redemption provision at the Company’s option during the three years prior to 
maturity. The other notes payable are unsecured. 


(b) The Other Notes with interest between 7.375% and 12.00% are unsecured debt obligations of TELUS 
Edmonton Holdings Inc. which are supported by a negative pledge respecting that Company’s assets 
and certain new issue tests. TELUS Edmonton Holdings Inc. has undertaken to defease by 
December 31, 1999 all payments of principal and interest which would otherwise occur after January 1, 
2000. The defeasance of these notes has been reflected in the long-term debt repayments. 
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12. Long-Term Debt (Continued) 


13. 


(c) 


(d) 
(e) 


(f) 


(g) 


(h) 


The outstanding 9.50% Series A Debentures (due August 2004) and 8.80% Series B Debentures (due 
September 2025) are issued under the TELUS Communications Inc. trust indenture dated August 24, 
1994 and a supplemental trust indenture dated September 22, 1995 relating to Series B Debentures 
only. These debentures are not secured by any mortgage, pledge or other charge. During 1995 the 
Company terminated an interest rate swap contract relating to the Series A Debentures and realized a 
gain on early termination in the amount of $16,760,000 which is being amortized and credited to 
interest expense over the remaining term of the Series A Debentures. The amortization of the gain 
resulted in an effective rate of interest on Series A Debentures in the current year of 8.79% (1996 — 
8.79%; 1995 — 8.35%). 


The capital leases have a weighted average interest rate of 6.00% (1996 — 9.42%; 1995 — 9.87%). 


The Company established a $500,000,000 five year variable interest rate unsecured credit facility on 
January 4, 1995. The composite interest rate, on the outstanding credit facility balance as at 
December 31, 1997 was 4.32% (1996 — 3.64%; 1995 —6.45%). During 1996 an additional 
$200,000,000 revolving credit facility was established and a $400,000,000 shelf prospectus, to permit 
public issues of medium term notes, was registered by TELUS Communications Inc. 


The Company’s former 50%-owned partnership investment, Telecential Communications, had 
established a credit facility in the amount of $70,362,000 (British Pounds Sterling £30,000,000) on 
December 31, 1996 which was reduced from $328,356,000 (British Pounds Sterling £140,000,000) on 
December 31, 1995. Borrowings under this credit facility, which was due in 1997, bore a floating rate of 
interest based on the United Kingdom LIBOR rate and was secured by a charge over assets, 
undertakings and business carried on by Telecential Communications within certain franchise areas. 


The estimated fair value of the long-term debt at December 31, 1997 is $1,439,366,000 (1996 — 
$1,886,209,000; 1995 — $2,184,705,000). 


Anticipated requirements to meet long-term debt repayments and sinking fund provisions during the 
next five years from December 31, 1997 are as follows: 


Requirement for Long-Term 


Debt Repayments and Requirement to be Met by 
Sinking Fund Provisions Sinking Fund Assets 
(thousands of dollars) 
A998 RAI UORS SID) coe $5,238, OER: TO. pe $267,418 $ — 
POOOMD. PH VOT WES PINCNOSES AL SUE MERA, FRE TOL ISS 33,984 
2000vells sdotsiw, alov zenl2 Iaioade.8 O68 AOL. Ip. 291,241 — 
200% Rumsis simak, Dincic sootions Je20K03 2,518 — 
BOO2 907 LIA GIES SRI.) IGA. HOURS a) Oo, 3,072 _- 


Share Capital 


Authorized Share Capital 


Unlimited number of First Preferred Shares, issuable in series 
Unlimited number of Second Preferred Shares, issuable in series 
Unlimited number of Common Shares 
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13. Share Capital (Continued) 
Issued Share Capital 


December 31 


1997 1996 
Number of Number of 
Shares Amount Shares Amount 
(thousands of (thousands of 
dollars) dollars) 
Common Shares 
Beginning of Year <5 02) eee es ete 143,719,149 $1,536,870 141,153,184 $1,493,963 
Exercise of stock options 38.6.6 de sim. feet 476,661 8,028 378,349 5,406 
Dividend Reinvestment and Share 
PULCHASesPlanwOe ee ee oe ene 895,615 18,361 1,595,876 26,799 
Employee;share’Burehase Plan”... 452,565 Oasys 591,740 10,702 
INOTiMal ICOUTSCUSSUCI DIG elwra ss gate giea: (7,400) (84) — — 
End’ Of Yeap ©, :Arses be vecsceely Ole TT uct Baral 145,536,590. $1,572,930 143,719,149 $1,536,870 
December 31, 1995 
Number of 
Shares Amount 
(thousands of 
dollars) 
Special’ Share) SF BhOue PEE TREN SSSLON YG BD LS) $9, SS MeUG 1 $ — 
Common Shares 
Beginning Of, Yeahtame s «no 6 sus oo oie 2 cw eae eo eee he eee ee 139,339,576 $1,465,070 
EXERCISE 01, SHOCK ODLIOMS breton) oie eos a tes er ts oe 44,568 605 
Dividend, Reinvestment and Share Purchase Plan .................- 851,385 13,346 
Employee.Share, Purchase Plan. co.03 oa oe eee ee» pu fae SAO 917,655 14,942 
End-of. Year, «... Sai -gaet wl taamastopat one et SS cca ee 141,153,184 $1,493,963 
$1,493,963 


Special Share 


The Special Share, held by the Government of Alberta, had a special class vote which allowed the holder 
the right to vote against (“special vote”) a proposal to effect one of the fundamental changes described in 
the 1990 Alberta Government Telephones Reorganization Act (“Reorganization Act”). The Special Share 
became redeemable by the Company on July 25, 1995 and was redeemed on July 25, 1996 at a redemption 
price of $1.00. 


Common Shares 


During 1996, the Reorganization Act was repealed. As a result, the restrictions and conditions previously 
imposed by this act are no longer applicable. 


H-66 


TELUS CORPORATION 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
December 31, 1997 


13. Share Capital (Continued) 
Stock Option Plans 


The Company has stock option plans under which directors, officers and key employees received common 
share purchase options at a price equal to the fair market value of the shares at the date of granting. 


Options Options Average 
Year Granted Granted Outstanding Exercise Price 
NOG Teas Meee e, OV AUAIHE LAL FATE OU“FEIQ ER bos NS Sa hs 670,330 627,250 $20.14 
LOTS ee PRN) Pe oY i OR a eee Oe 717,300 568,000 $16.56 
8a edaapmmprer ied pe at Ice pee tera adel er a Ra ene 8 Ae ba es 379,600 177,700 $16.49 
Led) oR ag Oni aii ater: ke yore. 0 tin pie ia stent serena 387,000 242,900 $16.44 
TEMG 5.9 cithavapdanacedeam arta! 3 abana dh. Pipe rca ly hia in eg elds or tr bina irin 406,527 38,571 $12.88 
ee Pe Ee ete ce aes cy ee en eo ae ee es 177,840 8,400 $15.00 


The Company issued 670,330 (1996 — 717,300; 1995 — 372,600) options to purchase common shares 
through the stock option plans during 1997 at an average price of $20.14 (1996 — $16.56; 1995 — $16.49) 
per share. The quoted closing market price of TELUS shares at December 31, 1997 was $31.70 per share 
(1996 — $19.90 per share; 1995 — $16.00 per share). Options granted under the plans may be exercised 
over specific periods not to exceed seven years from the date of granting. Pursuant to a stock exchange 
approved grant of options with a 60 day exercise period, no additional options were granted in 1997 
(1996 — nil; 1995 — 7,000 additional options were granted and exercised). To fund the purchase of shares 
on the exercise of 60 day options granted in 1995, 1994 and 1993, the Company provided loans which are 
non-interest bearing, repayable over five years and secured by the common shares issued upon the 
exercising of these options. The loan balance at December 31, 1997 is $112,000 (1996 — $261,100; 
1995 — $381,600). 


Employee Share Plan 


The Company has an employee share plan under which eligible employees can purchase common shares 
through regular payroll deductions by contributing between 2% and 6% of pay. In 1997, the Company 
contributed two dollars for every five dollars contributed by an employee. In prior years, the Company 
contributed one dollar for every three dollars contributed by an employee. The Company records its 
contributions as a component of operating expenses. During 1997, the Company contributed $5,029,508 
(1996 — $2,670,000; 1995 — $3,736,000) to this plan. All common shares issued to employees under the 
plan during the year were purchased at fair market value. 


Dividend Reinvestment and Share Purchase Plans 


The Company has a Dividend Reinvestment Plan and Share Purchase Plan under which eligible 
shareholders may acquire additional common shares through the reinvestment of dividends and optional 
cash payments. Shares purchased through optional cash payments are subject to a minimum investment of 
$100 and a maximum investment of $20,000 per calendar year. Under these Plans, the Company has the 
option of offering shares from Treasury or having the trustee acquire shares in the stock market and for 
reinvested dividends has the option of offering a 5% discount from the market price. Beginning in 
July 1997, the Company ceased offering shares and eliminated the 5% discount. 
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Share Capital (Continued) 
Normal Course Issuer Bid 


On August 22, 1997 the Company had a Normal Course Issuer Bid accepted by the Toronto Stock Exchange 
and: Montreal Stock Exchange to repurchase up to 7,500,000 common shares at market prices during the 
12 month period ending August 26, 1998. Under this bid, the Company repurchased 7,400 shares in 1997 for 
a total cost of $213,000. 


Acquisition 


Effective March 1, 1995, the Company acquired all of the outstanding shares of TELUS Edmonton 
Holdings Inc. for $467,503,000 including costs. The acquisition has been accounted for using the purchase 
method. Details of assets and liabilities acquired are as follows: 


(thousands of dollars) 


ASSES \sncmelarsisieustumitiecitnre CORA CCS an PORE -GOS Ts ceegehs SF oF $460,013 
Juabilities 494...2 ABORT. AE RCH tyodkind Gobvse vie Te een aici nee: (287,013) 
Net: asséetsvacquired: 3QdmO29N Ih Gane 0 ee Pea ed 1 ga 173,000 
Goodwilkanic ani inane oates emougd. <aiede tag OV.ols =. Cees ts 294,503 
TotaF ConsIderalion = “=. cess tos Tet ee ee en ole ee $467,503 


The consolidated results of operations for the year ended December 31, 1995 include the operating results 
of TELUS Edmonton Holdings Inc. since the effective date of acquisition of March 1, 1995. 


Commitments 


(i) The Company is a member of Stentor, a strategic alliance with other Canadian telecommunications 
companies to coordinate the operation and maintenance of the national public telecommunications 
network, to develop and market new products and to standardize service offerings. Stentor’s operating 
costs are borne by member companies in proportion to their interest in the alliance. The Company is 
committed to providing a maximum of $51,900,000 to Stentor in 1998 (actual expenditure for 1997 — 
$55,700,000; 1996 — $55,600,000; 1995 — $54,817,000). 


(ii) The Company has entered into an agreement for the provision of data processing services. The 1998 
cost under this agreement is expected to be approximately $46,000,000 (actual expenditure for 1997 — 
$52,399,000; 1996 — $53,379,000; 1995 — $50,752,000). 


Segment Information 


The Company operates principally in the telecommunications industry in the Province of Alberta. 


Pensions and Other Employee Benefit Plans 
(a) TELUS (excluding TELUS Edmonton Holdings Inc.) 


The Company maintains contributory and non-contributory defined benefit final pay pension plans 
that cover substantially all employees. The plans provide pensions based on length of service and final 
average earnings. 
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17. Pensions and Other Employee Benefit Plans (Continued) 


(b) 


Actuarial reports prepared for the Company for 1997 estimated the actuarial value of the net assets 
available for benefits and the accrued pension benefits as follows: 


December 31 


1997 1996 1995 
(thousands of dollars) 
Net assets available (at market-related values) ........... $1,901,156 $1,761,876 $1,549,057 
Accrued pensionibeneits B.: 2 o RS ae $1,621,683 $1,501,889 $1,376,364 


The contributory pension plan has certain terms and conditions which limit its ability to utilize surplus 
in the plan to reduce future contributions. As a result, pension expense is not impacted by the excess of 
pension fund assets. Pension expense recorded for the year ended December 31, 1997 totalled 
$28,062,000 (1996 — $26,867,000; 1995 — $21,858,000). 


In addition to providing pension benefits, the Company provides certain disability and group life 
insurance benefits for all eligible employees. The cost of these benefits is determined by an 
independent actuary and the annual funding requirements are paid into specific trusts. Based on 
recommendations from the actuary, the Company’s 1997 contributions for certain employee benefit 
plans were reduced by $2,800,000 (1996 — $6,000,000; 1995 — $4,500,000). The normalized cost of 
these employee benefits is included in Operations Expense and the contribution reduction is included 
in Other in the Consolidated Statement of Income. 


TELUS Edmonton Holdings Inc. 


During 1997 the employees of TELUS Edmonton Holdings Inc. participated in the Local Authorities 
Pension Plan (“LAPP”), which is one of the plans covered by the Public Sector Pension Plans Act. The 
plan is a multi-employer defined benefit pension plan administered by the Province of Alberta. The 
Company and its employees made contributions to the plan at prescribed rates which included 
additional contributions required to eliminate an unfunded liability which was previously identified. 
For the year ended December 31, 1997, the Company recorded pension expense of $4,292,000 (1996 — 
$4,849,000; 1995 — $4,134,000) associated with the LAPP. This amount included payments for past 
service, as the legislation relating to the LAPP required additional contributions to be paid annually to 
ensure the elimination of the unfunded liability for the pre-1992 service by December 31, 2036. The 
Province was required to fund 30% of the unfunded liability, while employers and members were 
required to fund 35% each. 


As a result of the Province of Alberta enacting regulations to permit withdrawal, effective 
December 31, 1997, the Company has withdrawn from the LAPP and implemented the TELUS 
Edmonton Pension Plan (TEPP) which is a defined benefit pension plan, the terms of which are 
substantially the same as the LAPP. 


Early in 1998, the TEPP received an initial transfer of assets of $117,600,000 which were transferred 
from the LAPP. This amount is subject to adjustment to reflect the LAPP position at December 31, 
1997 once it is finalized. Based on an estimate of the total assets to be transferred, and using actuarial 
assumptions consistent with those of the TELUS Pension Plan, the TEPP actuary projected that the 
TEPP had an unfunded liability of $8,171,000 which will be amortized over fifteen years. Commencing 
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17. Pensions and Other Employee Benefit Plans (Continued) 
in 1998, annual payments of $870,000 are required to finance the unfunded liability based on the 
preliminary estimates. Employees will not be required to fund pre-1998 liabilities of the TEPP. 
18. Comparative Financial Statements 
Certain comparative financial information for 1996 and 1995 has been reclassified to conform with the 1997 
presentation. 
19. Subsequent Event 


On October 19, 1998, TELUS Corporation and BC TELECOM Inc. signed an agreement to combine the 
two companies under a plan of arrangement involving a pooling of interests. The proposed transaction is 
expected to be completed in 1999 and is subject to the receipt of necessary shareholder and 
regulatory approvals. ‘ 
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CONSOLIDATED FINANCIAL STATEMENTS FOR THE 
PERIODS ENDED. SEPTEMBER 30, 1998 AND 
SEPTEMBER 30, 1997 TOGETHER WITH 
MANAGEMENT?’S DISCUSSION AND ANALYSIS 


THIRD QUARTER HIGHLIGHTS 
TELUS Mobility launches digital and new rate plans 
Digital wireless launch 


In September, TELUS Mobility launched its advanced digital wireless service, providing the most extensive 
coverage in Edmonton, Calgary and surrounding areas. The digital service offers more choice for customers, 
access to one of the best wireless networks in North America and several new benefits. These include increased 
call clarity, improved battery life and enhanced features like numeric paging, call display and a more secure 
coding system to keep calls private. 


To date, TELUS Mobility has invested $50 million in its digital network, which uses CDMA technology. The 
plan over the next three years is to complete a digital overlay on the existing cellular (analog) network. The 
company plans to deploy digital wireless in secondary centres in Alberta over the next 15 months. 


TELUS Mobility’s analog network continues to provide the most extensive cellular coverage in both rural 
and urban Alberta. The company anticipates analog coverage will continue to meet the needs of customers for 
many years. 


New rate plans 


In September, TELUS Mobility introduced new rate plans for business and residential cellular customers. 
YourTime and AnyTime offer simpler pricing, higher value and greater flexibility in choosing features. 
Customers can choose from one of four plans to meet a variety of usage needs at very competitive prices. 


Canada Award for Excellence for Outstanding Quality 


The National Quality Institute named TELUS Mobility the 1998 Canada Award for Excellence recipient for 
outstanding quality in the large company category. TELUS Mobility developed a quality-driven business model 
in 1991, based on shared beliefs around the importance of customers, employees, partners, shareholders and 
continuous improvement. This model is reflected in day-to-day leadership and operations, generating strong 
customer satisfaction levels and healthy employee ratings of TELUS Mobility as a great place to work. “TELUS 
Mobility has distinguished itself as a leader, demonstrating an unsurpassed commitment to customer service and 
an ongoing quest for continuous improvement,” says John Perry, Vice President and Senior Quality Advisor for 
the National Quality Institute. 


Unlimited Yaks plan generates stampede to TELUS 


More than 250,000 Albertans have signed up for TELUS’ new flat rate long distance plan, Your Way 
Unlimited™, making it the company’s most popular residential offer ever. Introduced in late July, the new plan 
offers unlimited calling, anywhere in Canada, on evenings and weekends for just $19.95 per month. As a result, 
TELUS continued to gain back residential market share. The overall long distance market share increased by 
one point to 67 per cent this quarter. 


The popularity of unlimited calling has placed a heavy demand on telecommunications networks across the 
country and within Alberta during peak calling periods. TELUS quickly deployed more than 200 employees 
across the province to increase network capacity by adding extra switching and trunking equipment. These 
network changes are expected to cost $7 million this year. 


TELUS and Volt form joint venture 


TELUS Advertising Services, a wholly owned subsidiary of TELUS Corporation, and Volt Information 
Sciences Inc. have formed a joint venture to publish community telephone directories in select U.S. markets. 
The partners have committed $25 million U.S. each for the acquisition, start-up, and operation of a directory 
publishing business in the western half of the United States. 
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By pooling resources, the joint venture will have the capacity to capture a significant market share in a 
geographic region presently undeveloped by either of the companies. The new business will operate under the 
supervision of a management committee represented equally by Volt and TELUS. 


Year 2000 Resolution 


Good progress is being made on the remediation and implementation of critical systems for the year 2000 
conversion programs. Almost one-half of the non-compliant equipment in the TELUS Communications network 
has now been upgraded or replaced, and the remainder is to be completed by year-end. Over two-thirds of the 
non-critical systems have already been converted. Certification and testing for year 2000 readiness will take place 
in 1999, Preparations for interoperability testing of the national network services are well underway with Stentor, 
the alliance of regional telephone companies. 


Dividend Declared 


Notice is hereby given that the Board of Directors has declared a quarterly dividend of twenty-three cents 
($0.23) per share on the outstanding common shares of the Corporation payable on January 15, 1999 to holders 
of record at the close of business on December 23, 1998. 


THIRD QUARTER FINANCIAL REVIEW 


Financial Highlights 
Quarter Ended September 30 
1998 1997 Change  % 
(millions except Earnings per share 
and Return on common equity) 
Operating *evenueswol (90). aoiilieon. Lode stamp sat) 20) raw APT) ae $648.1 $623.4 $24.7 4.0 
ROrPC MAREN OUCKPENSCSi. seh epee iho Seths f« Scseu ae iiaus soda sao Sk aaa RNS Ge AN) » 531.3 514% 17.0 33 
PAcOmMe Lom CONLNUING ODCLAtlODS, oo). jon ake orsiece K pd aruid caltnene es are S Syl 42.1 10:6, 25.2 
Pp IsCOMEIIUC -OPCEAUONS 62S tail deere cote aco coe sue aie cas asia AG teats — 5.8 (5.8) — 
Net micome wild tts. 1190 Suleresd 10 teeat Satan JE may A dat, Be £ieh a) 52./. 47.9 48 10.1 
Pasningsiper shake, CoOntiguing OPS.08 ERAT. oye eg es oie 2 en eaten 0.37 0.29 0.08 27.6 
PAPI OS DET SDATC OLA ee ah sr ae a, ek he eras a 0.37 0.33 0.04. 12.1 
C7RA Te LN GPa UES A REEDS RE AONE 9 Ay deem re 2. Be) a FD) 
REturmcOM COMMON EQUI JON .NCLD ised t,t), Soren, But, SAME 8.9 6.7 220  — 


* cash from operations before working capital changes 


Financial Highlights 
Nine Months Ended September 30 
1998 1997 Change % 
(millions except Earnings per share 
and Return on common equity) 

re LaumeTCVCHURS ct. © cries. irene teste treet tele to esse $1,970.2 $1,874.4 $ 95.8 5A 
RELATING CX DCTISES cs or ect hce cnny ss ME ELE Nelo Peele ek oblast iY oh'sh os ue 1,576.7 = 1,548.3 28.4 1.8 
Income from continuing operations ......... 060. eee eee eee 189.8 118.6 71.2. 60.0 
Discontinued, operations.s iene toforc- chesiecs tt workona capita ceorcs — 128.6 . (128.6) — 
WG ECOMM Gm cc tates siden huaheenaeS, wicca) ess, uke Maries Sosy 189.8 247.2 (57.4) (23.2) 
Earnings, per,share,, continuing Ops! .rfinar «sre teu as» 8b Ore Siop 4.31 0.82 0.49. 59.8 
Raraines; per shate, totabisjaom: saia-rot ausleer b OSS Date ekiauls Os 1.31 1.71 (0.40) , 23.4 
Gash flows; ( s0@!. -modlfiss £.92% bas aebiawe on} yl-seagions (OTL 600.6 604.0 (3:4) (0.6) 
Return on, common equity, (Qi Pil 1a Pata: aon Saks cha abews) Ja) 10.6 11.5 (0.9) — 


Prior period material in sales, other telephone company charges and bad debt expense, which were 
previously netted against operating revenue, have been ‘reclassified to operations expense. Consequently, both 
revenue and operations expense in 1997 have increased by $125.2 million for the third quarter: and 
$389.6 million for the first nine months. Operating revenue increased mainly due to growth in customers at 
TELUS Mobility and growth in network access lines and local enhanced services. Operating expenses increased 
primarily from growth in business volumes, offset partly by a decrease in depreciation expense at TELUS 
Communications. Net interest expense decreased mainly due to lower debt levels. The effect of the write-down 
of assets at the end of 1997 is an increase in net income of $36.9 million for the first nine months. 


Local service revenue: $55.1 million (17%) higher for the quarter: $143.7 million (15%) higher for the 
first nine months 


Local revenue at TELUS Mobility increased by $11.5 million (14%) for the quarter and by $46.2 million 
(21%) for the first nine months, when compared with the same periods last year. This was due mainly to net 
cellular subscriber additions of over 70,000 (18.5%) from a year ago. Revenue at TELUS Advanced 
Communications increased by $3.3 million in the quarter and $11.3 million for the nine-month period due 
mainly to higher subscriptions to Internet management services. 


At TELUS Communications, growth in services such as Smart Touch, Call Answer, Centrex, and 
MegaLink™ increased revenue by $13.9 million in the quarter and $34.7 million year to date. Contribution 
payments from competitors increased by $9.4 million for the quarter and $16.8 million for nine months. Local 
rate increases added approximately $4.8 million for the third quarter and $16.8 million for the nine months. 
Growth in TELUS PLAnet™ subscribers resulted in higher Internet revenues of $3.3 million for the quarter and 
$8.8 million year to date. Growth in other local services and residential and business network access lines also 
contributed favorably. 


Long distance revenue: $29.3 million (14%) lower for the quarter; $58.3 million (9%) lower for the 
first nine months 


Long distance revenue at TELUS Mobility was $1.3 million (6%) higher for the quarter and $12.8 million 
(24%) higher for the first nine months due to strong business usage and TELUS’ large Alberta cellular coverage 
area. Lower pricing for heavy users of long distance was introduced in the fall of 1997 and this was the main 
reason for moderation in the year over year revenue growth. 


Third quarter results at TELUS Communications included a $13.5 million one-time reduction in revenue 
due to an adjustment of the 1997 revenue accrual. Otherwise, lower prices more than offset the 14% increase in 
long distance minutes. Revenues for transitting and terminating traffic from other Stentor members and the U.S. 
were relatively unchanged for the quarter and decreased by $7.4 million for the nine months due primarily to 
lower rates on inbound traffic. TELUS held an estimated 67% of the long distance market at the end of the 
quarter (67% one year ago and 66% at the end of 1997). 


Other revenue: $1.1 million (1%) lower for the quarter; $10.4 million (4%) higher for the first nine months 


Canadian Mobility Products (CMP) revenue increased by $7.6 million (28%) for the quarter and 
$16.3 million (18%) for nine months due to sales of higher value goods combined with higher sales volume (17% 
for the quarter; 5% for the first nine months). Partially offsetting this were lower terminal sales and retail 
revenue at TELUS Communications. 


Operations expense: $31.2 million (8%) higher for the quarter; $72.7 million (6%) higher for the 
first nine months 


TELUS Mobility’s growing subscriber base was the main reason for the $7.8 million (15%) increase in the 
quarter and an $26.3 million (18%) increase in the first nine months. TELUS Advanced Communications’ 
expenses increased by $7.7 million for the quarter and $20.1 million for nine months to support their growing 
customer base. At CMP, a $7.1 million (27%) increase for the quarter and $16.3 million (19%) increase for the 
nine month period was primarily cost of goods sold. Expenses at TELUS Marketing Services increased by 
$3.6 million for the quarter and $7.8 million for the nine months due mainly to the addition of a second call 
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centre and additional staffing. Expenses at TELUS Multimedia increased by $2.1 million in the quarter and 
$8.0 million for nine months due to the ongoing trial of an integrated entertainment, communications and 
information service. 


At TELUS Communications, the operations expense increased by $6.5 million for the quarter and was 
relatively unchanged for the nine months. The 1997 write-off of deferred restructuring charges lowered expenses 
by $9.4 million in the quarter and $28.1 million for the first nine months. However, these were offset by other 
increased costs. Year 2000 project expenses were $1.1 million higher for the quarter and $5.6 million higher for 
nine months. Higher outbound call volumes overseas, to other parts of Canada and to the U.S. were the main 
factor in increased settlement costs of $3.8 million for the quarter and $8.5 million for nine months. Higher 
salaries and benefits expenses, including wage increases in new union contracts, accounted for most of the 
remaining increase. 


Depreciation and amortization expense: $14.2 million (10%) lower for the quarter; $44.3 million (11%) lower 
for the first nine months 


Depreciation expense at TELUS Communications decreased by $16.7 million for the quarter and 
$54.2 million for nine months primarily due to the write-down of capital assets at the end of 1997, as the 
company ceased the use of regulatory accounting practices. This was offset partially by increased depreciation 
expenses at Mobility, Advanced Communications, and other subsidiaries due to growing capital asset bases 
needed to support additional business volumes. 


Net interest expense: $2.5 million (12%) lower for the quarter; $16.5 million (21%) lower for the 
first nine months 


Interest expenses decreased mainly from lower levels of debt. In the last three months, $346.5 million of 
debt relating to the Ed Tel purchase in 1995 and $200 million of notes payable were repaid with cash on hand 
and issued commercial paper. 


Other (income) 


TELUS sold its 11% interest in Telesat Canada in May 1998 and recognized a $21.6 million gain before 
income taxes in the second quarter of this year. 


Income taxes: $0.7 million (1%) lower for the quarter; $35.4 million (28%) higher for the first nine months 


The income tax expenses in both 1998 and 1997 reflect the adoption of new CICA income tax reporting 
requirements, which increases the income tax expense to the marginal tax rate. A $3.2 million income tax 
expense was recorded in the second quarter for the gain on sale of Telesat Canada. Current income taxes 
totalled $22.5 million for the quarter and $63.0 million for the nine months, and were due largely to the 
profitability of TELUS Mobility. 


Discontinued operations 


In 1997, TELUS sold its 50% interest in Telecential (first quarter) and ISM Alberta (third quarter). 
Discontinued operations in 1997 reflect the net gain on the sale of Telecential and net loss in Telecential for the 
period prior to the sale, as well as net income in ISM Alberta for the quarter and first nine months. 

Cash flow: $24.3 million (11%) lower for the quarter; $3.4 million (1%) lower for the first nine months 

Cash flow from operations before changes to working capital decreased largely from the increase in current 
income taxes. 

Capital expenditures: $11.7 million (9%) higher for the quarter; $44.2 million (15%) higher for the 


first nine months 


Capital expenditures at Mobility increased by $21.7 million in the quarter and $41.0 million for nine months 
due mainly to development and implementation of a new billing system. Capital expenditures at TELUS 
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Communications decreased by $3.3 million for the quarter mainly due to earlier payment of MCI licenses in 
1998. For the first nine months, expenditures were up by $19.6 million primarily due to spending on new 
initiatives including local number portability and preparation for a new area code in Alberta in 1999. 


Spending on corporate-wide financial control systems decreased by $3.1 million for the quarter and by 
$7.1 million for nine months due mainly to implementation of software systems on January 1, 1998. Capital 
spending at TELUS Multimedia was $2.7 million lower for the quarter and $11.8 million lower for nine months 
as 1997 expenditures included construction in the three neighborhoods included in the trial. 


OPERATING HIGHLIGHTS 


September 30 
1998 1997 Change 


Network access. lines (Q00'S).. cf. seers PIVEN) 61-8 ROG A~ Geyer: a Shaw aA eee 1,905 1,823 45% 
Long distance. minutes, (millions) (9 )mos;), 3, «t,0 sasha aed: RETO? eeldhete Sar Ee 1,792. ..1,570;, 44412 
Céllularctistémers! (000s). 02% WE, PRER IID, PAD R ONAN ON! Ged aR Set 453 383 18.5% 
Internet ‘customets’ (000’s} 2/9228 1 iG89, 10, MWOD SID W, SRT, G BUD VE IGGING  ensnon 107 55 96.8% 
Employees? 9285252), YG EATERY .) SEO RW Phe eS ORT AID SSe UG S e e, 9,451 8,974 5.3% 
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TELUS CORPORATION 


CONSOLIDATED STATEMENT OF INCOME 


For the Three Months 
Ended September 30 


1998 


Operating Revenues 


SRS ELC Se Fe Oe n> oes wlak chin avy 0) saicgbom -ouathase te $386,639 
MM RLE NCW AII LC  SCRGACS oy soc re Beggs ns dubs Ve nas hovnsins 6 v6 \alnb nn Hains bassinets ene 174,082 
RON CM UD REG Ms OSS yes vos aE lel «ieee e a 8-0 87,403 
648,124 

Operating Expenses 
REECE EIORIS Ot Pek cc Ss Gta Meo ha Nate MPs My OMe ha tale Nats Ne Paks Fates 408,744 
Depreciation ANU AMOLIZALION *.°.'. 87.86% tet te ee tate ete tate 122,602 
531,346 
Ineometfrom- Operations. kc eee ee ee es 116,778 
Rae ot CRMC MSC MICU cra Reis se en inie ere es snes nee ea se 18,030 
Ran eM, ERROR Os as cuore ar avs kossetee Reakcdem a enesicndewihndeke meee ~- 1028 
__ 19,053 
Tacome-—Before-Income Taxes .. 0... ek oe ee 97,725 
TIC OMCBCAXES eaten aie eee: ORNS Pie OIE Ld fe ee eee 45,055 
Income trom Continuing Operations... .... <0 esc0 sore sees ne seme oes 52,670 


PPISCEMUNUCENODSEALIONS +, £65) yicts:to rsips won mahcirc'e> eusbewogne 46 seesleaaabs — 


Notbncime POG ane AP OIeE UR OUESS se peas se skh ss $ 52,670 
Earnings per Common Share 

Frou ContiMuine WO perations. b «eid ni ee ences cede Sime. 0:37 

Ero, Discontinued Operations ...... . « - peenseevareld dens $ — 
ARE ee SORT cyt: Ee SS OR ARR ee oe POST 
Average Number of Common Shares Outstanding 

KEORISODAS OE os eae ete Pate te tah Me tate teva te te Soret tate ts S's 144,534 


1997 


For the Nine Months Ended 
September 30 


1998 


(restated 
unaudited) 
(thousands of dollars except per share amounts) 


$331,484 
203,465 
88,480 


623,429 


377,574 
136,769 


514,343 


109,086 


20,600 
703 


21,303 


87,783 
45,711 


42,072 
5,788 


$ 47,860 


$ 42 0720 
$ 0.04 


mY 083 


145,413 


$ 


1,116,580 
571,023 
282,612 


1,970,215 


1,220,065 
356,619 


1,576,684 
393,931 


60,674 


(21,184) 
39,490 


354,041 


164,270 


189,771 


189,771 


145,101 


Note: Certain 1997 comparative financial information has been reclassified to conform with the 1998 presentation. 
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1997 


(restated) 


$ 972,861 
629,300 
272,189 


1,874,350 


1,147,397 
400,906 


1,548,303 
326,047 


77,062 


1,545 
78,607 


247,440 


128,850 


118,590 


128,583 
$ 247,173 


$ 0.82 
$ 0.89 
$ 171 


144,790 


TELUS CORPORATION 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


Operating Activities 


Net income 
Items not a 


Depreciation and amortization 


Amortiza 


ee 


Gain on disposal of discontinued operations 
Gain on disposal of investments 
Sinking fund earnings 


Net change in non-cash working capital 
Cash Provided by Operating Activities 


Discontinued operations 


Dividends 


ffecting cash 
tionroworktorce=re ductionzcCOStSs =... eee 


SRT AEM ETERS, (6 (eTMUNM SEL TE OINUT “0° «6, 0: 6, 0 ‘e (0:0, <0) 0/0) 6) 10: 101 16: @1.@ (6 (an velue 0) se74e) ere) (6) (6 


@)cey-@. oD one (0 (es 6)‘ (0) a0. (0. (0)10. 0.0) ‘6. 10; <0) (ofgel0)6, ¢-6 oj ns) (6cs, 
i i i 
Ce 2  ) 


© 2 Cyne pOmmene © 6) 6 On \Si 40, Oyo) ©: © 0) Chcemenm cme © 0 8) © © 0 8 6 0 6 © 6 © 0 © & ¢ 0 © 0 6 © © e oe @ & © © 


Financing Activities 


Issue of long-term debt 
Issue of short-term debt 
Sinking fund contributions 
Repayment of long-term debt 
Repurchase of shares 
Issue of common shares 


Cash Used 
Cash Used 


6 le) fae'S 0 0 0 ORIOL OF wiibig 6 © 0 Cpe £040 GO 40 [0 He KO uO yO nO HO 40 <0 Ko Hei go wedi hes edo @mesehe 

CS i i i i i i 
e ee Oe 8 86 © ee ie fe: 6) 0 01 0 © 1 0 ©) 0 @: we 8 6) 10° fo 1.) 10, O10) 10 18 
> 0, bive™ ey febrente, 6: @ itd ve. ve Ne wa Nee ele! tel 1b eb) 616), 6 te, Nelre Ne! 1e) 10 86) 70) 16) 16 
Ore) io, isle: is 'e:, ver Je “or te) le: (eine) Ome! ce) e'fie, (etree, jel aeimel,by ie) 16) (0) 0 8))-08 6, Me! .e-ue) iei\Neil 6. Fen ce) (a. (e 


Ce 


by Financing Activities 


e) oWertestiemtemterren e@ 6 (ee [0 © 6 0 © 16 ¢ jo © (0) © © © © 0.0 © ee © @ ee © 


el feito! fui fe Wet lolew! el or ve! hat wiie we 


by Financing Activities of Discontinued Operations 


Investing Activities 


Capital expenditures 
Items not affecting cash 


Proceeds 


Cash Used by Investing Activities 


Cash Provided by Investing Activities of Discontinued Operations 


Increase (D 


Cash, Beginning of Period 


Cash (Bank 


regs: bc 


from sale of investments 


evita Lol Weta) lore ‘ele tsecterte: 6 terse aller etio  erle ilsilerle heuteke! ehewls 1s lel te 


$i 1e) ees (0! [6 Gone» 01,16, sel Ke 6 (6 [6 56) 1o, Joye) 6: fel Veni. (Wy @liwmede © 107 61s fe) seg eile Lelie! wens Jie, 6.00) le) ie ete) ce ce ie 
iB) Xe, Lola. .0 he: else; 8) 6) 6! :@ 6) (8. (6) \0) 6: 1670) 6 e468 eine! @) ‘8, U0) o (e Je ee) 1) ele. 6 


4) 10; <@) Je: 10, 0) w.) tol ielle 16", 0, t0\ 6) a\ (e:.0. 10) @! (ep Gale) (0) 40) (0) Venue) (0). 16) (6, (0! 0) 110), <6) (elus ie) .e! [e) 6 


ecrease) in Cash 


Bite) le, fe] (8; 1@ le, 0) (0) (ese. 16) Ve) fe) |6)) 6.16 10) Ke) "0, le) eo) @) (ey a) Katie! ib, (0) se! Ke, Jeure) e;Levne menue. ie is 


Indebtedness), End of Period 


ey 06 led (a) Ne lenres'e’ Me Nelle te! 6.) eine cel cee bite. a isle of ie) ce seme. ce’ 


For the Nine Months Ended 
September 30 


1998 


1997 


(restated) 


(unaudited) 
(thousands of dollars) 


$ 189,771 


356,619 


101,262 
(17,064) 


(21,628) 
(8,374) 


600,586 
(151,795) 


448,791 


(100,288) 


4,011 
263,000 


(601, 009) 
(47,668) 
4,043 


(377,623) 


11,396 


(296,469) 
263,634 
$ (32,835) 


$247,173 


400,906 
28,126 
147,816 

(20,359) 

(192,233) 


(7,388) 


604,041 
10,817 


614,858 
14,106 
(99,626) 


103,599 
(1,500) 
(515,968) 


35,031 
(378,838) 
(32,874) 


(305,199) 
(8,399) 


(908) 
(314,506) 
403,035 


206,155 
76,369 
$282,524 


For the purpose of this statement, cash is defined as “Cash and short-term deposits” less “Bank indebtedness”. 
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TELUS CORPORATION 


CONSOLIDATED BALANCE SHEET 


As at September 30 


1998 


1997 


(restated) 


(unaudited) 
(thousands of dollars) 


Assets 
PUEEC OUEST hs. csc he ate ets ewe sec 5 Getaee.... Seweeee... caaidawenteres sack 
Sane Ot -(Cel CCDOSILS ..hemtr eee s.r sides tas sun, Seapmeeeilaiialae 6.6 $ — 
PACCOURISSECEIVADIC ce. ais. one SEP vous« Gb CO ce BAM. oo cotta es he 359,441 
Currentipomionrol. future income 44XeS .. pch3.G08 . fice ce ee ee 121,180 
PRU NCORIES Bt Ae. ote ois ale ba es: 6 PS RRMD. ss ee i 48,230 
Prepaid expenses and others, wran.g .c Use aee oe oR + PR AER: __ 38,282 
567,133 
Property sPiant-and’ Equipment, net... 5 Peo in ce oa Sine ces _2,631,600 
Other Assets 
TGs Sy Reta lees «oa. AR a 9,757 
PRELD GUTAWASSE (NOUN. conic. Aan ay 5 he TM oo, MaRS owe ee MM ws bie 122,063 
Col, ig SPOR ae Hr al FI M9 an CCT A A rs a ec 20,503 
RIFE SINCOMEC LaXCS.c 06s cjso.sa'o:.«. TORQUE 0: SPR RUS +) CRARG EWI <5 0s EARS» cies 419,749 
COEF eRe ilar Gada 2.0%, 5 POR ao oe Es = Oe 6 oe eS NER cee 58,414 
__ 630,486 
$3,829,219 
Liabilities 
Current 
BANK INCE DTCUNESS 88 esl igs ater ea eee eee ote Nee AE ERbaeE ie SEI Sues abneaan, CNRS 2 fey 
Acoeunts payable and: accrued liabilities”! if, A. 42 a. 8. id. GO. Le... 302,410 
DiviGends DayaDlOn ss Hick reek arenoneak eh-pcs erent Roi deck aay Seba Rea. 33:257 
Service: billéd int advance. . 147. Seta tb. FASE ds tele. Pike 75,392 
Debt due Within GnC Weare x. spon eaticcael Aas, cussed dear Maemon aan Beans kia eae ae 283,162 
727,036 
Deferred Revenues OFE wi Corn Lhe IN PeCe Ale Contrib ie el Uae RY 79,897 
PPONS ICT CDE a ae aka DO on le cau ae Eh ait ake at ee Re 678,783 
Shareholders’ Equity 
SEAL G HC ADELA oe a cher dite, wits cas Vier Cire, yo laa ia seo PO et Rida os» slocoltea ons boty ame 1,563,125 
Retained: Barings 5565456 sro age ae 2 lo, MOM eee spe) ca needy «cee 780,378 
2,343,503 
$3,829,219 


On Behalf of the Board: 


(Signed) HAROLD P. MILAVSKY 
Director 


(Signed) JAMES S. PALMER 
Director 


$ 282,524 
321,164 
1533151 

42,134 


32,466 


831,439 


3,009,777 


82,765 
109,039 
66,946 
268,689 
65,264 


592,703 
$4,433,919 


ee 
329,541 
33,465 
83,782 
266,973 


713,761 


hE) 


1,040,241 


1,571,901 


1,008,421 
2,580,322 
$4,433,919 


TELUS CORPORATION 


EXECUTIVE COMPENSATION AND INDEBTEDNESS OF 
DIRECTORS AND OFFICERS EXCERPT FROM 
TELUS INFORMATION CIRCULAR DATED 
MARCH 17, 1998 FOR THE ANNUAL MEETING OF 
TELUS COMMON SHAREHOLDERS ON APRIL 30, 1998 


EXECUTIVE COMPENSATION 
SUMMARY COMPENSATION TABLE 


The following table sets forth information concerning the total compensation paid during the last 
three fiscal years to the Corporation’s Chief Executive Officer and the four other executive officers employed at 


December 31, 1997, who had the highest individual aggregate salary and bonuses during 1997. 


Long-Term 
Annual Compensation 
Compensation = .Namberor? 
Other Annual Securities 
Year ended Salary Bonus® = Compensation® — Under Options 
Name and Principal Position December 31 ($) ($) ($) Granted 
GeargetK. Petty) ).ion eaaimesis 1997 450,000 — 418,500 NIL 55,050 
President & Chief Executive 1996 400,000 260,000 NIL 75,000 
Officer 1995 325,000 152,498 NIL NIL 
Frank J. Parrottas 1S eS 1997 210,000 113,925 NIL 15,330 
Executive Vice-President, 1996 207,783 102,375 1,624 30,000 
Corporate Development 1995 196,700 79,111 3,216 18,300 
Gary Wi'Goenz ety. 1997 205,000 111,212 1,957 15,330 
Executive Vice President, 1996 196,333 97,500 2,885 19,350 
Finance & Chief Financial 1995 190,000 75,160 3,202 18,300 
Officer 
George NarAddy ..a5).tih. . 1997 214,000 116,095 NIL 15,330 
Executive Vice President and 1996 76,437 42,656 NIL 18,000 
Chief General Counsel 
Mie StUGCEODG. oo te ee. oa 1997 200,000 121,800 1,011 21,000 
President and Chief Operating 1996 162,500 80,438 1,546 19,350 
Officer, TELUS 1995 143,817 43,396 2,010 9,000 


Mobility Inc. 


Notes: 


All Other 
Compensation® 


20,303 
17,413 
13,020 


1,505 
7,310 
8,378 


1,625 
SLAF 
3,144 


8,172 
4,214 


8,096 
6,687 
3,886 


(1) Represents the variable “at risk’”” component of cash compensation referred to under “Report on Executive Compensation — Cash 


Compensation”. 


(2) Represents taxable benefit on interest free loans used to purchase Common Shares. The value of perquisites and benefits received by 
each executive officer named in the table above is less than the lesser of $50,000 and 10% of total annual salary and bonus. 


(3) Represents premiums paid on term life insurance and contributions to the Employee Share Plan. 


OPTION/STOCK APPRECIATION RIGHT (SAR) GRANTS DURING 
THE MOST RECENTLY COMPLETED FINANCIAL YEAR 


Securities % of Total 
Under Option/SARs 
Options/SARs Granted to Exercise or 
Granted Employees in ~ Base Price 
Name (#) Financial Year ($/Security) 
Ge Petty. none Hii ehatiee hee 55,050 8.5 20.00 
FJ. Parrottaiaries are 1eGeutign ad 15,330 2.4 20.00 
CeweGsocnt ze es ae ee ee 15,330 2.4 20.00 
Crd CAG Visit oid tit R ha tik Aleta « 15,300 2.4 20.00 


EW, (Trackerong) v5 a5 Jat fred 21,000 3.2 20.00 


Note: 
(1) Options granted were in respect of Common Shares of the Corporation. 
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Market Value of 
Securities Underlying 
Options/SARs on the 

Date of Grant 
($/Security) 


Expiration 
Date 


Feb. 10, 2004 
Feb. 10, 2004 
Feb. 10, 2004 
Feb. 10, 2004 
Feb. 10, 2004 


AGGREGATED OPTION/SAR EXERCISES DURING THE MOST RECENTLY COMPLETED 
FINANCIAL YEAR AND FINANCIAL YEAR-END OPTION/SAR VALUES 


Value of 

Unexercised 

Unexercised in the Money 

Options/SARs Options/SARs 

Securities at FY-End at FY-End 
Acquired on Aggregate (#) ($) 

Exercise Value Realized Exercisable/ Exercisable/ 

Name (#) ($) Unexercisable Unexercisable 
G.K; Petty 2.0... Sip aaa: «cae cs es NIL NIL 225,000/105,050 3,520,000/1,404,000 
B.L.pbarrottay: :ssonnth winl® « Sinetammonnt: NIL NIL 40,500/41,430 608,738/576,081 
G:-W.-Goertz:. rsa ers Corre sre ert 18,300 136,793 18,650/34,330 283,480/468,161 
GUNA CGY fete venn naires a4SRva che ama ae NIL NIL 6,000/27,330 91,200/361,761 
H.Woflruderung ~..4¢i¢ 0 eh ss STR NIL NIL 38,652/36,900 633,443/482,380 

PENSION PLAN TABLE 
Years of Service 
Remuneration ($) 15 20 25 30 35 

T 25 QO Bee oh sie: clas as eA Ne ot gy er aI nec, ease omer De peat 34,278 45,704 57,130 68,556 79,982 
T50;000 pe. ees. suiepeye eee cuelioks ses Cayce. ceo a Lae AR cree nn 41,778 55,704 69,630 83,556 97,482 
T7PS000 Fee aaa cook ae ee RES OR TG sen yee er ges 49,278 65,704 82,130 98,556 114,982 
QO OOO ss Sosicece a ore eer tee ee rea A ar aye renin NS are ae ee 56,778 75,704 94,630. 113,556 122,482 
DZSMOOOD:, 5 a. cies Moonen voce sic oA: San Sale esses eS Ee Dene 64,228 85,704 107,130 128,556 149,982 
250 H0OOP aes MRS, oes a RE eo BORD amin, a eee 71,778 95,704 119,630 143,556 167,482 
300,000: yoy TRO, ee OS TE OT 86,778 115,704 144,630 173,556 202,482 
AOOOOO ES casero Wake tora etre crema cone tie te tak ais aa | aera 116,778 155,704 194,630 233,556 272,482 
500,000... Sy Rea ees ae el. ok Bt Oe Re tes 146,778 195,704 244,630 293,556 342,482 


This table reflects the annual pension benefit payable to senior executives from the TELUS Corporation 
Pension Plan and the Supplemental Retirement Plan at normal retirement age of 65 or at any time after the 
early retirement age of 55 with at least 15 years credited service. The pension benefit is based on 1.4% of Final 
Average Earnings (FAE) that are less than the Year’s Maximum Pensionable Earnings (YMPE) and 2% of FAE 
over the YMPE, to a maximum of 35 years of service. For any service prior to 1966 the pension benefit is 
calculated at 2% of FAE. FAE is the average earnings of the highest 5 years of the last 10. 


Effective January 1992, the Corporation established a supplementary retirement plan applicable to any 
employee whose pension benefit accrued under the Corporation’s registered pension plan would exceed the 
maximum pension permitted by Revenue Canada. Amounts under the plan are payable at the time of 
termination of employment with the Corporation in accordance with the terms of the Corporation’s pension 
plan. The Corporation may (i) contribute or set aside an amount in.a separate fund to satisfy its obligations, 
(ii) purchase annuity contracts or establish any other form of security, or (iii) make payments out of general 
funds of the Corporation. 


As at December 31, 1997, the years of credited service for each of the executive officers named in the 
Summary Compensation Table is as follows: G.K. Petty, 3; KJ. Parrotta, 27; G.W. Goertz, 4; G.N. Addy, 1; 
H.W. Truderung, 25. 


COMPOSITION OF THE COMPENSATION COMMITTEE 


The Compensation Committee (the “Committee”) of the Board of Directors is responsible for reviewing 
compensation programs for the Corporation’s executive officers and making recommendations to the Board of 
Directors on such matters. The Committee is currently composed of Richard LeLacheur (Chairman), Roy 
Bickell, Jack MacAllister, Walter O’Donoghue and Esther Ondrack. A majority of the members of the 
Committee are independent directors and none of the members are eligible to participate in any of the 
Corporation’s compensation programs for employees. 
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REPORT ON EXECUTIVE COMPENSATION 


The Committee utilizes the services of outside consultants and independent compensation data in 
determining appropriate compensation levels for its executive officers including the President and Chief 
Executive Officer. The Committee has adopted an executive compensation philosophy statement to assist in its 
evaluation and application of the executive compensation program. This philosophy also provides guidance to 
the design and application of compensation programs throughout the organization. 


The primary objective of the executive compensation program is to promote the attainment of the 
Corporation’s business goals and to enhance its competitive position through a clear linkage of executive 
compensation to results. 


In support of this objective, the philosophy further states: 
* Plans will be competitive, cost effective and provide an appropriate standard of living and security; 
¢ Pay for performance will be an underlying theme for all components of the program; 


¢ Variable compensation plans will be emphasized and every executive will have a substantial component of 
pay at risk relative to attainment of specific performance targets; 


¢ Total direct compensation will be measured against compensation levels within a competitive group, such 
that, the program will offer executives the opportunity to earn above average pay for outstanding 
performance; 


* Long term incentives will be linked to the Corporation’s Common Share performance and the factors 
which contribute to sustainable increases in shareholder value; and 


¢ Executives will be expected and encouraged to maintain share ownership in the Corporation. 


Individual executive officer compensation is composed of cash, which includes base salary plus a variable 
component, and long term incentives in the form of stock options. Total compensation for a position is based 
upon a periodic evaluation of the responsibilities of that position and an annual review of market data for 
comparable positions in other companies. The companies included in the sample from which the market data is 
obtained include those in the same or similar businesses and those of comparable size. The total compensation 
package for each individual is compared to compensation levels as indicated by market data obtained from the 
review with the intention that general market comparability be maintained. The objective of the Corporation is 
to pay base salary at the 60th percentile when compared to market with the potential, through payment of the 
variable component, to pay total compensation in the top quartile of the market when results warrant. 


The President and Chief Executive Officer and certain other senior executive officers of the Corporation 
(including the executive officers named in the Summary Compensation Table) are entitled to a specified 
severance payment, if their employment is terminated by the Corporation for other than just cause, disability or 
death, at any time within 30 months following a change of control of the Corporation. The payment obligation 
may also be triggered by the executive officer terminating his employment for any reason within 6 months 
following a change of control or for certain specified reasons at any time within 30 months following a change of 
control. The severance payment in such event, in the case of the President and Chief Executive Officer, is an 
amount equal to 3 times his annual compensation and, in the case of the other senior executive officers, is an 
amount equal to 2.5 times their annual compensation. 


CASH COMPENSATION 


Base salaries are reflective of the particular job responsibilities of an executive officer. Market related base 
salaries are used as reference points for establishing base salary ranges for particular job functions. Individual 
base salaries are dependent upon experience levels, actual job responsibilities and market comparability. 


The Committee has placed a significant emphasis on the variable “at risk” component for compensation. 
Each year in conjunction with the strategic and operating plans of the Corporation, the Committee establishes 
performance targets in the areas of financial results and customer satisfaction from which the amount of variable 
compensation payable to executive officers is derived. Upon satisfactory achievement in all areas of 
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measurement, an individual’s variable compensation will be payable at the designated percentage for that 
position. 


LONG TERM INCENTIVE 


The Corporation’s long term incentive arrangement is designed to promote sustainable increases in 
shareholder value by linking the interests of the Corporation’s executive officers to those of the shareholders. 
Additionally, provisions are in place to increase the level of share ownership by executive officers by facilitating 
the acquisition and retention of Common Shares of the Corporation. 


To accomplish these goals, the Executive Stock Option Plan was approved by the shareholders of the 
Corporation at an Annual and Special Meeting held on May 2, 1991. The number of options granted under the 
plan takes into account the type of businesses in which the Corporation is engaged, market comparability and 
the present value attributable to such options. Generally options are granted annually to executive officers in 
amounts based on position seniority. Options are granted at the fair market value as at the date of the grant. The 
Corporation normally grants options to purchase Common Shares to its executive officers and selected senior 
managers as part of its compensation review key employees process. These options have a seven year term and 
vest over three years. 


To further accomplish these goals, a performance share unit plan for executives has been approved by the 
directors and received regulatory approval, subject to shareholder approval at the Meeting. See “Performance 
Share Unit Plan’. . 


The Corporation also granted options with a term of sixty (60) days to certain executive officers in 
February 1993, April 1994 and February 1995. Executive officers who exercised these options were loaned funds 
by the Corporation to purchase the Common Shares. The loans are interest free and repayable at anytime within 
five years. The Common Shares are held as security for the loan and all dividends paid thereon are utilized to 
reduce the balance of the outstanding loan. There are currently only two executive officers with such loans 
outstanding for a total of 5,000 shares and $68,700 owing to the Corporation. 


The Committee views the combination of the above grants as providing encouragement for long term 
management continuity and providing the appropriate balance between reward for share appreciation and risk 
to the participants. The Committee further views these long term incentives as consistent with market practice 
and as an effective means to align the interest of management and shareholders. 


EMPLOYMENT AGREEMENTS 


Each of the named executive officers entered into employment contracts with the Corporation to be 
effective February 10, 1998. These contracts are in the same form, except for compensation and benefits, and 
provide for terms of employment, non-competition covenants, and change of control and retirement benefits. 
The severance benefits on a change of control are those set out in the change of control policy introduced by the 
Board in 1996 as described above. 


COMPENSATION FOR GEORGE K. PETTY 


During 1997, Mr. Petty’s base salary was $450,000. The variable component of his 1997 compensation was 
$418,500 reflecting the Corporation’s earnings performance in 1997. 


Submitted by: Richard LeLacheur Esther Ondrack 
Roy Bickell Jack MacAllister 
Walter O’Donoghue 
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PERFORMANCE GRAPH 


The following graph compares the yearly change over the last five years in the cumulative total shareholder 
return on the Common Shares of the Corporation with the cumulative total return of both the TSE 300 Stock 
Index and Telephone Utilities sub-index, assuming a $100 investment on December 31, 1992 and reinvestment of 
dividends. 
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COMPENSATION OF DIRECTORS 


Each director of the Corporation who is not an officer of the Corporation receives an annual fee for acting 
as a director, plus a further fee for each Board meeting attended. For the year ended December 31, 1997, these 
fees were set at $15,000 and $1,000, respectively. Chairs of committees receive a further annual retainer fee of 
$2,000 and meeting fees of $1,500 for each meeting attended. Committee members receive $1,000 for each 
committee meeting attended, provided that such members are not officers of the Corporation. Directors who 
are requested to perform additional tasks, or assignments on behalf of the Board are entitled in certain 
circumstances to receive an additional $1,000 per diem fee for such services. Messrs. Bickell, Butler, Kimball, 
LeLacheur and O’Donoghue also received in 1997 an annual retainer of $3,500 and a $400 meeting fee for 
acting as Board members of TELUS Edmonton Holdings Inc. (formerly Ed TEL Inc.), a wholly-owned 
subsidiary of the Corporation. 


The Board of Directors concurs with the position of The Toronto Stock Exchange as set out in its Report on 
Corporate Governance regarding the remuneration of Directors in the form of shares. In 1996, the Corporation 
adopted a share compensation plan for outside directors, which was approved by the shareholders at the Annual 
General Meeting held April 25, 1996. Pursuant to such plan outside directors receive one half of their annual 
retainer in Common Shares of the Corporation. Such shares are priced at fair market value and issued on a 
quarterly basis. The maximum number of shares available for issue under this plan was set at 100,000 in 1997. 
Each outside director acquired 325 TELUS shares pursuant to this plan in 1997. 


In 1997, the Corporation adopted a stock option plan for outside directors which was approved by the 
shareholders at the Annual General Meeting held April 29, 1997. Pursuant to such plan in 1997, each outside 
director other than Mr. J.S. Palmer, was granted 2,000 stock options at an option price of $20.00. The maximum 
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number of options available for issue under this plan was set at 250,000 in 1997. On February 10, 1998, each 
outside director other than Mr. J.S. Palmer, was granted 1200 stock options at an option price of $32.90, being 
the fair market value determined as of the date of the grant. 


In addition to the compensation set out above, Mr. J.S. Palmer, the Chair of the Corporation in 1997, 
received an annual retainer of $125,000 and 10,000 options granted at a value of $20.00 per share, pursuant to 
the Executive Stock Option Plan. On February 10, 1998, Mr. J.S. Palmer was granted 6000 further stock options 


under the same plan at an option price of $32.90, being the fair market value determined as of the date of 
the grant. 


INDEBTEDNESS OF DIRECTORS, EXECUTIVE OFFICERS AND SENIOR OFFICERS 


As at February 28, 1998, the aggregate amount of indebtedness incurred to the Corporation or any of its 
subsidiaries in connection with purchases of securities of the Corporation or any of its subsidiaries (other than 
“routine indebtedness” under applicable Canadian securities laws), by all directors, officers, employees and 
former directors, officers and employees of the Corporation or any of its subsidiaries amounted to $68,700. The 
following table sets out the indebtedness incurred by executive officers and senior officers of the Corporation in 
connection with purchases of securities of the Corporation. 


Financially 
Largest $ Assisted 
Amount Securities 
Outstanding $ Amount ‘ Purchases 
Involvement during Year Outstanding During Year 
of ended as at ended 
Corporation December 31, February 28, December 31, Security for 
Name and Principal Position or Subsidiary 1997 1998 1997(#) Indebtedness 
GW. GOCHEZ: ape Cane) a ee Corporation $41,910.00 $41,220.00 NIL 3,000 Common 
Executive Vice President, Finance as Lender Shares 
& Chief Financial Officer 
JME Drinkwater ek eae ne ae Corporation $27,940.00 $27,480.00 NIL 2,000 Common 
Vice President and Treasurer as Lender Shares 
HW. Truderune;., 2 ue Gaaesttas - Corporation $20,687.50 NIL NIL 2,500 Common 
President & Chief Executive as Lender Shares 
Officer, TELUS Mobility Inc. 
B. Backman-Beharry........... Corporation $20,687.50 NIL NIL 2,500 Common 
Vice President, Health, as Lender Shares 


Education & Aboriginal Services 


NOTE: All of the indebtedness referred to in the above table was incurred in February 1993 or February 1995 by the above named officers in 
connection with the exercise of stock options. The loans are interest free and repayable at any time within five years of the date of advance. 
The Common Shares of the Corporation purchased with the proceeds of the loan advances are held by the Corporation as security. 
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APPENDIX I 


BCT.TELUS COMMUNICATIONS INC. 


UNAUDITED PRO FORMA COMBINED 
CONSOLIDATED FINANCIAL STATEMENTS 


APPENDIX I — BCT.TELUS COMMUNCIATIONS INC. 
UNAUDITED PRO FORMA COMBINED CONSOLIDATED FINANCIAL STATEMENTS 
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COMPILATION REPORT 


To the Directors of BC TELECOM Inc. and TELUS Corporation 


We have reviewed, as to compilation only, the accompanying unaudited pro forma combined consolidated 
balance sheet of BCT. TELUS Communications Inc. as at December 31, 1997 and September 30, 1998 and the 
unaudited pro forma combined consolidated statement of income and statement of changes in financial position 
for the year ended December 31, 1997 and the nine months ended September 30, 1998 which have been 
prepared for inclusion in the Joint Management Proxy Circular of BC TELECOM Inc. and TELUS Corporation 
dated December 8, 1998. In our opinion, the unaudited pro forma combined consolidated balance sheets and 
statements of income and changes in financial position have been properly compiled to give effect to the 
proposed arrangement and the assumptions described in the accompanying notes thereto. 


(Signed) ARTHUR ANDERSEN LLP 
December 8, 1998 


COMMENTS FOR UNITED STATES READERS ON DIFFERENCES BETWEEN CANADIAN AND 
UNITED STATES REPORTING STANDARDS 


The Compilation Report, provided solely pursuant to Canadian requirements, is expressed in accordance 
with standards of reporting generally accepted in Canada. Such standards contemplate the expression of an 
opinion with respect to the compilation of pro forma financial statements. United States standards do not 
provide for the expression of an opinion on the compilation of pro forma financial statements. To report in 
conformity with United States standards on the reasonableness of the pro forma adjustments and their 
application to the pro forma financial statements requires an examination or review which would be substantially 
greater in scope than the review as to compilation only that we have conducted. Consequently, under United 
States standards we would be unable to express any opinion with respect to the compilation of the accompanying 
unaudited pro forma consolidated balance sheets and the unaudited pro forma statements of income and 
changes in financial position. 


(Signed) ARTHUR ANDERSEN LLP 
December 8, 1998 
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BCT.TELUS COMMUNICATIONS INC. 


PRO FORMA COMBINED CONSOLIDATED 
FINANCIAL STATEMENTS 
AND NOTES THERETO 


(DECEMBER 31, 1997) 


BCT.TELUS Communications Inc. 


PRO FORMA COMBINED CONSOLIDATED BALANCE SHEET 


As at December 31, 1997 
(millions of dollars) 


Assets 

Current 
Cash and short-term deposits ....... 
Accounts réceivablé’..4a2G+.-. «nes 


Inventories for-resale .=--.--. 6 ee 


Property, plant and equipment, net .... 


Other assets 
PC EMEC CO ALOCS) . y souecusetthek © ¢. tection 
kavestmentsGals rant. Slit... &ER 


(CXR am nay a Cee ee, Ce 8 


Liabilities 
Current 


Accounts payable and accrued liabilities . 


Dividends payables ot Se. oe IS 
Service ‘billed in ddvance’’*.... . . 47s. 


Eone-termm deutrrn Gk, oo ee 


Deferred revenue and other long-term 
HraOnlities’ SLO. Sta, REO 2 fel SaGe 


Non*controliing interest’... 60)... 6. 


Shareholders’ Equity 
Common equity 
Share Capital: 
Common 2 6. ss Nee. CMS 
NOnSvoting SveMIte ACME 6 i oo a 
Contributed SUfpIUS set sc: oesteiaies «os 
Retamed Pamingee sac. < << aietcae 


Preference and preferred shares....... 


(unaudited) 


TELUS 
Corporation 


ae 369.8 
Current portion of future income taxes... 


erie .e 


eee 


BC TELECOM 
Inc. 
(re-classified) 


Combined 


6,627.6 


Pro forma 
Adjustments 


(694.0) 
694.0 
(52.0) 
(52.0) 


$ (5.0) 


Combined 


Consolidated 


BCT.TELUS Communications Inc. 


PRO FORMA COMBINED CONSOLIDATED STATEMENT OF INCOME 


For the Year Ended December 31, 1997 
(millions of dollars except earnings per share) 


(unaudited) 
BC 
TELUS TELECOM 
Corporation Inc. Pro forma Combined 
(reclassified) (reclassified) Combined Adjustments Consolidated 
(2a) (2b) 
Operating revenues 

Pocabservice: eink eee fe eee $ 1,332.4 $ 1,415.9 $2,748.3 $ — $ 2,748.3 
Lone distance:service v4. ae ere al: 838.9 1,012.0 1,850.9 (45.1) 1,805.8 
CoUME Tigte sk ahs Ree «ch etek see a Rete 394.7 540.3 935.0 (16.0) 919.0 


2,566.0 2,968.2 5,534.2 (61.1) 5,473.1 


Operating expenses 


OPETANOBS pany. mapetoremnir wr cer oy = ene ° 1,609.3 1,697.0 3,306.3 8.9 3,315.2 
Depreciation and amortization.......... Liwso~s | Y RA/4.0 . 4099 es | L099 
2,145.2 2,271.0 4,416.2 8.9 4,425.1 

Ineome from operations D.2h...... 028... 4208 ~—... 697.2... 1,118.0. . _ (70.0) soms048.0 

Thferest: expense, net. te. .sn. eee Oz 1972 234.4 — 234.4 

Olt Ihe osca-e chest cde kee, er ects acre a mms 0.8 (1.2) (0.4) a (0.4) 

TBE st OO0) Fy Coe eee a0 

Income before taxes and non-controlling 

INLET SSt . vy oy ss den) oAEE BON eo OR 322.8 561.2 884.0 (70.0) 814.0 

Income taxés=243 . karte. Awe 168.1 274.1 442.2 (26.4) 415.8 

Non-controlling interest}3)- oe Se ae eS ities 
Income from continuing operations before 

extraordinary item... ,an. . .4 eB Eh Al 154.7 283.1 437.8 (43.6) 394.2 

Discontinued operations p.4:.°°. 238°... 137.3 3.6 130.9 — 130.9 
Income before extraordinary item ......... 282.0 286.7 568.7 (43.6) 525.1 

Extraordinanyritem . . 9425.1... G2 a. (285.2) — (285.2) — (285.2) 
Netzearnings (loss) .... . g.gts. 7 -EGRe e (3.2) 286.7 283.9 (43.6) 239.9 

Preference and preferred share dividends . . — She) 35 — ae 
Common share earnings (loss) ........... > b.203.2) $, 283.2. .$ 2800 $(43.6) $ 236.4 
Earnings (loss) per share 

— Continuing operations............... Shel. O/ ger Se 0 ey 4 $. 1.65 

NO Gis Sales eh ore teens? i eee Apr COPA BS PORES SSS GLASS $ 1.00 
Average common shares outstanding 

(thousands)p aga). . <. HANTS... « LGC b. 144,971 123,926 236,612 236,612 
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BCT.TELUS Communications Inc. 
PRO FORMA COMBINED CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


For the Year Ended December 31, 1997 
(millions of dollars) 


(unaudited) 
BC TELECOM 
TELUS Inc. Pro forma Combined 
Corporation (reclassified) Combined Adjustments Consolidated 
(2d) (2a) (2b) 
OPERATING ACTIVITIES 
Income before extraordinary item ....... $ 282.0 $ 286.7 $2--568.7. - «$1(43.6)V199 19H25.1 
Items not affecting cash 
Depreciation and amortization........ 535.9 574.0 1,109.9 — 1,109.9 
Allowance for funds used during 
CONSEFUCEINTT ene 4 Sigcis se atbeernt is (2.7) (10.7) (13.4) — (13.4) 
Amortization of workforce 
PCCUCELOMECOSUS:. sais fniac'te ka tide °2 “site Paodne te. 38.5 25.0 63.5 — 63.5 
Gain on disposal of discontinued 
ODETALIONSORK 3k AERO ote keris (190.3) (6.1) (196.4) — (196.4) 
Future (deferred) income taxes ....... 158.7 (38.9) 119.8 bh A) 102.7 
Oar re occ Aen Sora (26.7) 10.5 (16.2) — (16.2) 
Sinkingtfumdtearmings .. 9... ects (10.0) a (10.0) — (10.0) 
785.4 840.5 1,625.9 (60.7) 1,565.2 

Net change in non-cash working capital .. . 62.4 78.0 140.4 _ 140.4 
Cash provided by operating activities....... 847.8 918.5 1,766.3 (60.7) 1,705.6 
Cash provided by operating activities, 

CISCOMUMUCH OPCTANONS “fost. ee ties 14.1 — 14.1 — 14.1 
BACCTIUS oie tne cree et sais te ons Ae (133.1) (170.7) (303.8) (31.0) (334.8) 
FINANCING ACTIVITIES 

ESStic7Or dOng-rerm-debt tts ete tates — 208.6 208.6 — 208.6 

Repayment of long-term debt .......... (423.3) (259.4) (682.7) — (682.7) 

Sinkingsfund contfibutions...........,.......... (2.0) — (2.0) aa (2.0) 

Change in short-term notes payable...... — 20.4 20.4 — 20.4 

Issue fof common shares, fet.d). .2....... 36.1 8.2 44.3 — 44,3 
Cash used by financing activities.......... (389.2) (22.2) (411.4) a (411.4) 
Cash provided (used) by financing activities, 

discontinued operations... 3). 2. .28e. « » G29) Pae| (30.2) — (30.2) 
INVESTING ACTIVITIES 

Capitalexpenditures iki ot nopaoeeiycie 3s (535.9) (592.0) (151279) (1,127.9) 

Ikemis not affecting: Cash 0. ages. wens) 2 5.8 — 5.8 — 5.8 

Proceeds from the sale of assets ........ 8.5 aa 8.5 “= 8.5 

Other: pen seosta. Bruel sien es: Been ces (0.9) (14.2) (1531) (52.0) (67.1) 
Cash used by investing activities .......... (522.5) (606.2) (1,128.7) (52.0) (1,180.7) 
Cash provided by investing activities, 

discontinued Operations.) 2°. eta eas 403.0 18.4 421.4 — 421.4 
Incréase. (decrease) in (CasDicse. (sve aicaest 6 ti 187.2 140.5 VARY | (143.7) 184.0 
Cash and short-term deposits, 

PCRIIMINS OR YOar Seagal « 76.4 (7.4) 69.0 — 69.0 
Cash and short-term deposits, end of year... $ 263.6 $ 133.1 $ 396.7 $(143.7) $ 253.0 
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Corporation Adjustments 
(2c) 
Operating revenues 
Tcocal service Eh).e.. .C.8aR~ 2... PORE H .... ERED. 5. 325 $1,195.1 $137.3 
MOTE GIStANCE SERVICE: Ses ayy oes to ees oye gs eee 676.3 162.6 
COREE OOEYICE ee 2 boss, ORES: 2's BR eee 148.4 246.3 
2,019.8 546.2 
Operating expenses 
Operations ., «cscs o 0s gee susie 4) eapy appar innt & SRM Mee eee 1,063.1 546.2 
Depreciafion"and amortization: ogee os.» vl tees 2s eee ate 3,9 — 
1,599.0 546.2 
Income: fromeperations Bete he ao ee ee 420.8 — 
ENECTESE CXDENSE, NEU. ae Guo. phe (oes ge Pate nc mPa ots Nee 9T2 — 
Other... ae wn pe ee 8 on hot En ere aera 0.8 — 
98.0 — 
Income before-taxes. ....g 446 525.2 ap Ages ss 6s AMEN «Oe 322.8 — 
Income, taxes--soties. arent et tees: cee ee 168.1 — 
Income from continuing operations before extraordinary item ..... 154.7 — 
PISCOMLINUCGPOPeTAliONS =. neal. em aod re ee ca 1273 — 
Inceme-boteorefextraordinary tem, 2 ey ae eee ee cee 282.0 — 
Extraordinary stem 3 so. oe ge ee ee ea ete (285.2) — 
Netlossordinagyitern + . CR Pas. koe LROPOD oo ood Ee oe oe 2! S$. ©2) — 
Earnings (loss) per share 
— Continuing operationSsys tem .. .b-DR,..... BRO. $ 1.07 
MNetsordinarcitem ¢ -GPBucc fa subdue 5 os + Oso = aie eee $ (0.02) 
Average common shares outstanding (thousands) .........:.... 144,971 


TELUS CORPORATION 


RECLASSIFIED CONSOLIDATED STATEMENT OF INCOME 


For the Year Ended December 31, 1997 
(millions of dollars except earnings per share) 


TELUS Reclassification 
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TELUS 
Corporation 


(reclassified) 


$1,332.4 
838.9 
394.7 


2,566.0 


1,609.3 
535.9 


2,145.2 
420.8 


97.2 
0.8 


98.0 


322.8 
168.1 


154.7 
1273 


282.0 
(285.2) 


$<ndG2) 


$ 1.07 
$ (0.02) 


144,971 


BC TELECOM INC. 


RECLASSIFIED CONSOLIDATED STATEMENT OF INCOME 


For the Year Ended December 31, 1997 
(millions of dollars except earnings per share) 


Operating revenues 


BOC ALES CIVIC Ee Geer i Sp heehee Pk RE ae Oe Rt 


OCC ree Pe en tec Scare aye Dione Bake Geman 


Operating expenses 


So) STNG OY TC Sea Sr ae a ae 
Depreciation’ ana amoxtizallOw tet tee ote sree oe oe 


BHCOMNCHIBOMLODCLAUONS «pcs ss cys sx Pee ee Se Hi sateees + 


Ditetestcxpelise; MCU es. ce. «|. eC eee nae a 
OMer Fear EO OSG, SAN Rie kaon ae Ries mane tegen yt ad hanes 


Income before taxes and non-controlling interest.......... 
MAVC OIC CANES oe tose skies) sch cherie t sotte yeh la Ges ior sa enle” ana tes Is 


Income from.continuing. operations . sniysih apepcheeteus fen ane 
Discontinued-operations ¢1.4%: tiki. Vode noone tees: 3 


INC CALI SG LOSS) oe eel ope Bem Rh a elas ee 
Preference and preferred share dividends 2... 5. .< 2. 0h 


MITE SOLC LC ALIN sida alae c tae ts altima an eae 


Earnings per share 


> ContinuimproperationsS™.. vs ee eRe > ee or, ee eee 
CH re Er CA enaune AE Coaeiie: oaroe louse suk lore ace 


BC TELECOM _ Reclassification 
Adjustments 


Inc. 


$1,403.2 
799.4 
552.0 


2,754.6 


1,493.2 
574.0 


2,067.2 
687.4 


137.2 
(11.0) 
126.2 


561.2 
274.1 
4.0 


283.1 
3.6 


286.7 
ei) 


$ 283.2 


(2d) 


$127 
212.6 
(11.7) 


213.6 


BC 
TELECOM 
Inc. 


(reclassified) 


$1,415.9 
1,012.0 
540.3 


2,968.2 


1,697.0 
574.0 


2,271.0 
697.2 


137.2 
(1.2) 
136.0 


561.2 
274.1 
4.0 


283.1 
3.6 


286.7 
SD 


S  205e2 


$ 2.26 
Soiee2? 
123,926 


BCT.TELUS Communications Inc. 


NOTES TO THE PRO FORMA COMBINED 
CONSOLIDATED FINANCIAL STATEMENTS 
December 31, 1997 
(Unaudited) 


Basis of Presentation 


The accompanying unaudited pro forma financial statements for BCT.TELUS Communications Inc. 
(“BCT.TELUS”) have been prepared in accordance with generally accepted accounting principles and are 
based on: 


° the audited consolidated financial statements of TELUS Corporation (“TELUS”) for the year ended 
December 31, 1997 


* the audited consolidated financial statements of BC TELECOM Inc. (“BC TELECOM”) for the year 
ended December 31, 1997 


* additional unaudited financial information provided by TELUS Corporation and BC TELECOM. 


The pro forma combined consolidated financial statements are not necessarily indicative of the results that 
actually would have occurred, or results expected in future periods, had the events reflected herein occurred 
on the dates indicated. 


The pro forma combined consolidated financial statements should be read in conjunction with the 
consolidated financial statements and notes of TELUS and BC TELECOM for the year ended 
December 31, 1997. No attempt has been made to harmonize accounting policies between the two 
companies. 


Assumptions and Adjustments 


The pro forma combined consolidated financial statements have been prepared from the following 
assumptions and adjustments: 


(a) Combination assumptions 


The business combination between BC TELECOM and TELUS has been accounted for as a pooling of 
interests as described under DETAILS OF THE ARRANGEMENT AND RELATED 
TRANSACTIONS. 


The pro forma combined statement of income and the pro forma combined statement of changes in 
financial position reflect the business combination as though it had occurred on January 1, 1997. The 
pro forma combined balance sheet reflects the business combination as if it had occurred on 
December 31, 1997. As a result, the ending cash balance on the statement of changes in financial 
position, after pro forma adjustments, differs from the closing cash balance on the balance sheet (see 
note 2b). 


The combined financial statements include reclassifications to TELUS financial statements (note 2c), 
and reclassifications to BC TELECOM’s financial statements (note 2d). 


(b) Pro forma adjustments 
INCOME STATEMENT 


The following transactions that occurred between BC TELECOM and TELUS have been eliminated 
from Operating revenue and Operating expenses: 


° Long distance revenue of $20.5 million earned by BC TELECOM from TELUS and long distance 
revenue of $24.7 million earned by TELUS from BC TELECOM. 
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BCT.TELUS Communications Inc. 


NOTES TO THE PRO FORMA COMBINED 
CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


December 31, 1997 
(Unaudited) 


Assumptions and Adjustments (Continued) 


(c) 


(d) 


(c) 


* Cellular and paging terminal unit sales to BC TELECOM of approximately $13.0 million recorded in 
Other revenue at TELUS. 


* Other revenue of $3.0 million earned by ISM Information Systems Management (B.C.) Corporation 
from TELUS. 


A ten-year contract has been arranged with GTE Corporation for provision of brand and technology to 
BCT.TELUS. Pro forma adjustments show the payment of $67.7 million (U.S. $45.0 million) for the 
first year of the contract together with other minor adjustments of $2.3 million. 


The income tax rate applied to the pro forma income adjustments is the expected average 
statutory rule. 


BALANCE SHEET 


Accounts receivable and accounts payable have been reduced by $5.0 million for the estimated 
balances outstanding between TELUS and BC TELECOM. In addition, $52.0 million of estimated out- 
of-pocket costs for completing the arrangement have been accrued and charged to retained earnings. 


Common share capital has been reclassified into common share capital and non-voting share capital 
according to the exchange ratios outlined elsewhere in the information circular. 


STATEMENT OF CHANGES IN FINANCIAL POSITION 


The ending cash balance, after pro forma adjustments, is different from the cash balance on the 
balance sheet by $143.7 million. This results from the following transactions: 


* $60.7 million in brand and technology payments and related costs net of first year cash tax savings, 


¢ $31.0 million increase in dividend payments to reflect the increase to an annual payment of 
$1.40 per share, 


* $52.0 million in costs for completing the arrangement. 


TELUS revenues and operations expenses have each been adjusted by $546.2 million for an accounting 
classification change adopted in 1998. Material in sales, other carrier charges, and bad debt expense, 
previously recorded in net operating revenue are now recorded in operations expense. 


BC TELECOM revenues, operations expenses and other income have been adjusted for accounting 
classification changes adopted in 1998. Settlement related expenses and uncollectibles totalling 
$203.8 million, which were previously recorded in net operating revenue are now recorded in 
operations expense. In addition, other revenue has increased by $9.8 million with an equivalent 
reduction in other income. 


For consistency of presentation, deferred income taxes on the balance sheet have been reclassified 
as a future income tax credit, and certain non-material reclassifications have been made to 
BC TELECOM’s statement of changes in financial position. 


No other adjustments have been made to operating revenues and expenses for any changes expected to 
occur in future years as a result of this reorganization. 
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BCT.TELUS COMMUNICATIONS INC. 


PRO FORMA COMBINED CONSOLIDATED 
FINANCIAL STATEMENTS AND NOTES THERETO 
(SEPTEMBER 30, 1998) 
(UNAUDITED) 


BCT.TELUS Communications Inc. 


PRO FORMA COMBINED CONSOLIDATED BALANCE SHEET 


Assets 
Current 
Cash and short-term deposits ... 
Accounts receivable .......... 
Current portion of future/deferred 
ACOMIO GARESEN. so) c ok tera + +: 


Property, plant and equipment, net . 


Other assets 


As at September 30, 1998 
(millions of dollars) 


(unaudited) 

BC 
TELUS TELECOM 

Corporation Inc. 
icity oats RES — $7 201-7 
nai PAC RY 359.4 349.6 

ee 5S Ae WAP a 

re 48.2 — 
Gams 38.3 104.7 
567.1 656.0 


IDCICTCCVCHALGES: wimee vate os Cia, 4 ke geen 9.8 12156 
Pave stinents.t. Ok WHGtALRAM SE Oe wn. — 4.9 
PIR RINGRIUTLG ASSCLS da acgag-. » Sigler ie ee 1221 — 
CCU sete, Muah os Sa many © a 20.5 41.6 
BUtre INCOMECU ARCS We dias. Steal 419.7 192.0. 
SCO Willer mir << RE os AER nies 58.4 11.8 
630.5 372.8 
$3,829.2  $4,130.1 
Liabilities 
Current 
Bankeindebtedness 5 Se pee * 4p kee & 3. 32.8 -= 
Accounts payable and accrued liabilities... .. 302.4 414.2 
Dividends: Ppayaple. 5e Maced. > Ge Nemessb wets > Bo7 44.2 
Semvicerbilled mmadvancey. 0. 6. oc oe 75.4 84.3 
Debt.due withiajone yéat 7... SPUR... 283.2 477.5 


Lopeuctmidebio tre sarcasdave ss: 


Deferred revenues and other long-term 


HiabiliticSitca-tncpacete es ckee eee 


Shareholders’ Equity 
Common equity 
Share capital: 
Commoner depesits. cad: 
INON=VOUINE fc sou se he Wea 
Contnbuted surplus... 6.0%. % 
Retained earnings a. i: <.ie a 


Preference and preferred shares .. . 


erate (Otic Gy 


Combined 


Pro forma 
Adjustments 


Combined 
Consolidated 


$ 168.9 
704.0 


eZ 
48.2 
143.0 


1,185.3 
55732.9 


BCT.TELUS Communications Inc. 


PRO FORMA COMBINED CONSOLIDATED STATEMENT OF INCOME 


For the Nine Months Ended September 30, 1998 
(millions of dollars except earnings per share) 


Operating revenues 


Logalys€rvice apa dens tines ogo ooh eae oe. 


OPREL ASAE . etait Ek i eet 2 bale er ied. 


Operating expenses 


CGT ACIONS Se Soifederwa gett weg < - tg carne ms 
Depreciation and amortization ......... 


Tacome from operations 4.......8%..... 


PYterestsexpenise sili ak . spiecoe ey ae 
Otber expense (income) es). . 2... a3 «+; 


Income before taxes and non-controlling 


WARE TEST: ng UES Rokr nines gts, Me ah eg Be ee 


Income before extraordinary item......... 
Beatraorditiaty It€m, i... peal: © be es 


Netsearfiings (loss): ce ..t. game... tao: 
Preference and preferred share dividends... . 


Common share earnings (loss) ........... 


Earnings (loss) per share 


— Continuing operations... .... 0... 


— Net 


Average common shares outstanding 


(GROUSANAS) OTE Sea nd ethers iste 


Sisto VA b rel Wire let ote Me Wergemia: ‘eh Mele rstisp ye 


oi ¢; Jet ie. eS ee eer eles) el el bas’): Seite fe. (s). ccc bit ple 6 


(unaudited) 


TELUS 
Corporation 


189.8 
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BC 
TELECOM 
Inc. 


266.3 
(530.6) 


(264.3) 
2.6 


$ (266.9) 


Se 212 
$45) 


124,213 


Combined 


456.1 
(530.6) 


(74.5) 
2.6 


SLT» 


$ 1.91 
$ (0.33) 


237,000 


Pro forma 
Adjustments 


Combined 


Consolidated 


$2,365.4 
1,256.8 
665.8 


4,288.0 


2,595.0 
760.0 


3,355.0 


933.0 


158.5 
(35.3) 


123.2 


809.8 
383.0 
3.4 


423.4 
sieoat:6) 


(107.2) 
2.6 


$ (109.8) 


$78 
$ (0.46) 


237,000 


BCT.TELUS Communications Inc. 


PRO FORMA COMBINED CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


For the Nine Months Ended September 30, 1998 
(millions of dollars) 


(unaudited) 
BC 
TELECOM 
TELUS Inc. Pro forma Combined 
Corporation (reclassified) Combined Adjustments Consolidated 
(2a) (2b) 
OPERATING ACTIVITIES 
Income before extraordinary item ........ $ 189.8 $..266.3...19: 48045 0.1. nn dy ( 32,1) $ 423.4 
Items not affecting cash 
Depreciation and amortization......... 356.6 403.7 760.3 — 760.3 
Gain on disposal of investments........ (21.6) (17.3) (38.9) — (38.9) 
Future (deferred) income taxes ........ 101.3 (33.2) 68.1 (12.8) 55:3 
QOihon eric ct fee anieperireS PEL TT: (17.1) 14.5 (2.6) — (2.6) 
Sinking fundvearningsimy, .....2....... (8.4) — (8.4) = (8.4) 
600.6 634.0 1,234.6 (45.5) 1,189.1 
Net change in non-cash working capital .... (151.8) (65.7) (217.5) _ (217.5) 
Cash provided by operating activities........ 448.8 568.3 1,017.1 (45.5) O71 .6 
| WY Ata fa foraYe GS ie AAS de On ee (100.3) (131.8) (232.1) (19.4) (251.5) 
FINANCING ACTIVITIES 
Issue7of long-term debt in s5. 5 4 ae ae 4.0 wT) Fou], — 1 2) 
Issue of-Short-termedebtupiaal as. SOE. 263.0 272.4 535.4 -- 535.4 
Repayment of long-term debt ........... (601.0) (272.3) (873.3) — (873.3) 
Repurchase of common shares .......... (47.6) — (47.6) -— (47.6) 
ISSUE Of COMMON: SHATES, NEC 5s. oes 4.0 3.6 7.6 — 7.6 
Other LNG SNCMR. Gah NaN, SMES pre. f — 0.9 0.9 — 0.9 
Cash used by financing activities ........... (377.6) 14.3 (363.3) — (363.3) 
INVESTING ACTIVITIES 
Capital expenditures =o a dteunw peed anne (349.4) (389.7) (739.1) —- (739.1) 
Jtems not, affecting cash + hora. fn. 5h: 11.4 — 11.4 — 11.4 
Proceeds from the sale of investments ..... 41.0 42.5 83.5 — 83.5 
OEE a SAS Rat aia titi hein ere wan orld 29.4 (35.0) (5.3) (52.0) (67.3) 
Cash used by investing activities ........... (267.3) (382.2) (649.5) (52.0) (701.5) 
Increase (decrease);inccashars as a.rtsuli of dieu (296.4) 68.6 (227.8) (116.9) (344.7) 
Cash and short-term deposits, 
pegmning Ofiyear ets cn oa cae ess & 263.6 133:1 396.7 — 396.7 
Cash and short-term deposits, end of year....  $ (32.8) $201.78 oh: 168,9,, -.$(116.9) $: 252.0 
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LONG-TERM RELATIONSHIP AGREEMENT 
THIS AGREEMENT is made the @ dayof @ , 1999, 
AMONG: 


BCT.TELUS COMMUNICATIONS INC., a company incorporated under the 
laws of British Columbia (the “Company”) 


OF THE FIRST PART, 


— and — 
GTE CORPORATION, a corporation incorporated under the laws of New York 
(GTE”) 
OF THE SECOND PART, 
— and — 


ANGLO-CANADIAN TELEPHONE COMPANY, a corporation incorporated 
under the laws of Quebec (“Anglo-Canadian’’) 


OF THE THIRD PART. 
WHEREAS as of the Effective Date, GTE or Anglo-Canadian are the holders of record or beneficial 


owners of @ Voting Sharesand @ Non-Voting Shares representing © % of the outstanding Shares as 
of the Effective Date; and 


WHEREAS the Parties wish to record their agreement concerning certain ongoing rights and obligations 
relating to the continuing relationship among the Company, GTE and Anglo-Canadian from and after the 
Effective Date; 


NOW THEREFORE, in consideration of the mutual covenants contained herein, the Parties agree 
as follows. 
ARTICLE 1 
INTERPRETATION 
1.1 Definitions 
In this Agreement, including the recitals, unless the context otherwise requires: 
“ABCA” means the Business Corporations Act (Alberta), as amended; 


“Affiliate” of a Person means another Person that directly or indirectly, through one or more 
intermediaries, controls, is controlled by, or is under common control with, such first Person; 


“Arrangement” means the arrangement in respect of TELUS under the provisions of Section 186 of the 
ABCA and in respect of BCTEL under the provisions of Section 192 of the CBCA, on the terms and 
conditions set forth in the Plan of Arrangement; 


“Arrangement Agreement” means the amended and restated arrangement agreement dated October 27, 
1998 between BCTEL, TELUS and the Company; 


“BCCA” means the Company Act (British Columbia), as amended; 
“BC TEL” means BC TELECOM Inc., a corporation incorporated under the laws of Canada; 


“Business Day” means any day, other than Saturday, Sunday or a statutory holiday in the Province of Alberta, 
the Province of British Columbia or the State of New York; 


“CBCA” means the Canada Business Corporations Act, as amended; 


“Company Board” means the Board of Directors of the Company; 
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“Company Directors” means the individuals who are members of the Company Board; 


“control”, in respect of a Person, (including the terms “controlled by” and “under common control with’’) 
means the possession, directly or indirectly, of the power to direct or cause the direction of the management 
and policies of a Person, whether through the ownership of voting securities, by contract or by 
other arrangement; 


“Convertible Securities’”’ means: 


(a) any right (contractual or otherwise and regardless of whether such right constitutes a security) to 
acquire Shares; and 


(b) any securities issued by the Company from time to time carrying any exercise, conversion or 
exchange right; 


pursuant to which the holder thereof may acquire Shares or other securities which are convertible into or 
exercisable or exchangeable for Shares whether or not on condition or the happening of any contingency; 


“Effective Date” means the date upon which the Arrangement becomes effective; 
“Effective Time” has the meaning attributed thereto in the Arrangement Agreement; 


“GTE Designees” means individuals who are qualified to serve as directors of a company governed by the 
BCCA and, if applicable, the Telecommunications Act (Canada), who have been designated by GTE for 
nomination as Company Directors in accordance with the terms hereof and who consent to serve in 
such capacity; 


“GTE Group” has the meaning attributed thereto in Section 2.1; 


“Independent Directors” means Company Directors who are neither GE Designees nor members of 
Company management; 


“Non-Voting Shares” means the Non-Voting Shares in the capital of the Company and having the terms and 
conditions as set forth in the Articles of the Company; 


“Offer” means any offer to purchase Shares that must, by reason of applicable securities legislation or the 
requirements of a stock exchange on which such shares are listed, be made to all or substantially all holders 
of the Shares who are in a province of Canada to which the requirement applies; 


“Parties” means the Company, GTE and Anglo-Canadian; and “Party” means any one of them; 


“Person” means an individual, partnership, limited partnership, corporation (including a business trust), 
joint stock company, trust, unincorporated association, joint venture or other entity; 


“Plan of Arrangement” means the plan of arrangement approved by the shareholders of TELUS and 

BC TEL at special meetings held on ©  , 1999 and approved by the Court of Queen’s Bench of Alberta 

by final order dated @ , 1999 and by the Supreme Court of British Columbia by final order dated 
6. 51999; 


“QuebecTel” means the QuebecTel Group Inc., a Quebec corporation, and its subsidiaries; 


“Shares” as of the date hereof means Voting Shares and Non-Voting Shares and, hereafter, also includes 
any other fully participating equity shares authorized by the Company from time to time regardless of 
whether or not such shares are voting or non-voting; 


“Subsidiary” of a Person means any body corporate, partnership or other Person of which: 


(a) in the case of a body corporate, securities entitled to vote in the election of directors carrying more 
than 50% of the votes for the election of directors are held, directly or indirectly, by or for the 
benefit of such Person, and the votes carried by such securities are entitled, if exercised, to elect a 
majority of the board of directors of such body corporate; or 


(b) in the case of a partnership or other Person which is not a body corporate, more than 50% of the 
voting or equity participation or other equity interests are held, directly or indirectly, by or for the 
benefit of the Person; 


“Technology Agreement” means the intellectual property and branding agreement to be entered into on or 
before the Effective Date between the Company and GTE incorporating the terms described in the Heads 
of Agreement Brand, Technology and Co-Marketing previously executed and delivered by GITE and 
BC TELECOM and initialled for identification by TELUS; 


“Telecom Regulations” means the Regulations Respecting the Ownership and Control of Canadian 
Telecommunications Common Carriers under the Telecommunications Act (Canada) or any other legislation 
or regulation applicable to the Company which restricts non-Canadian ownership and control of the 
Company or its Affiliates, as amended; 


“TELUS” means TELUS Corporation, a corporation incorporated under the laws of Alberta; 
“Third Party” means any Person other than GTE or any of its Affiliates or QuebecTel; and 


“Voting Shares” means the Common Shares in the capital of the Company and having the terms and 
conditions as set forth in the Articles of the Company, and any other fully participating equity shares 
authorized by the Company having the right to vote generally in all circumstances which may be authorized 
by the Company from time to time. 


1.2 Interpretation 


(a) In this Agreement, unless the contrary intention appears, words importing the singular include the 
plural and vice versa. 


(b) Unless otherwise specifically provided herein, a reference to a statute in this Agreement shall include 
and shall be deemed to be a reference to the regulations made pursuant to it, and to all amendments 
made to such statute or such regulations in force from time to time, and to any statute or regulation 
that may be passed which has the effect of supplementing or superseding the statute referred to or the 
relevant regulation. 


(c) Ifthe date on which any action is required to be taken hereunder by any of the Parties is not a Business 
Day, such action shall be required to be taken on the next succeeding day which is a Business Day. 


(d) The Parties agree that as of the date hereof QuebecTel is not controlled by GTE or Anglo-Canadian in 
fact and shall not be considered an Affiliate or Subsidiary of them, or acting in concert with them, 
hereunder unless and until such time as the policies of GITE or Anglo-Canadian in respect of 
QuebecTel change such that QuebecTel is controlled in fact by them. 


ARTICLE 2 
OWNERSHIP RESTRICTIONS 
2.1 Maximum Ownership of Shares 


GTE and its Affiliates (including, without limitation, Anglo-Canadian) (collectively, the “GTE Group”’’) 
shall not acquire any Shares if, as a result, it would beneficially own, or exercise direction or control over, 
directly or indirectly, alone or in concert with others, Shares representing: 


(a) more than the percentage of the voting rights attaching to all Shares having the right to vote for the 
election of directors generally that the GTE Group held immediately after the Effective Time plus 
7.5% (which aggregate percentage shall in any event and at all times be less than 334% or such greater 
percentage then permitted under the Telecom Regulations), or 


(b) more than the percentage of Shares that the GTE Group held immediately after the Effective Time 
plus 7.5% (which aggregate percentage shall in any event and at all times be less than 334% or such 
greater percentage then permitted under the Telecom Regulations), 


without the prior approval of a majority of the Independent Directors. 
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2.2 Minimum Number of Shares 


(a) 


(b) 


Except as permitted pursuant to Section 2.2(b) GTE shall not, and shall not cause or permit the other 
members of the GTE Group to, directly or indirectly, sell, assign, transfer or otherwise dispose of any 
Shares, without the prior approval of a majority of the Independent Directors, if thereafter the 
GTE Group would beneficially own, or exercise control or direction over, directly or indirectly, alone 
or in concert with others, Shares representing less than 19.9% of the outstanding Shares. Where the 
GTE Group may dispose of Shares without contravening the foregoing provision of this Section 2.2(a), 
such disposition shall be by way of a secondary prospectus offering or other means of sale which results 
in a wide distribution of such Shares. For purposes of this Section 2.2(a), “wide distribution” shall 
mean public market sales, a secondary offering or sales to passive institutional investors (provided that 
such passive institutional investors are not material competitors) and provided that no one Person 
(other than underwriters) shall acquire from the GTE Group, to its knowledge after reasonable 
inquiry, more than 2% of the Shares then outstanding. 


At any time, GTE and the other members of the GTE Group shall be permitted to sell or otherwise 
dispose of Shares: 


(i) pursuant to a take-over bid (A) approved by the Company Board, and not disapproved by a 
majority of the Independent Directors, or (B) with respect to which the Company Board or a 
majority of the Independent Directors publicly announce their intention to remain neutral; 


(ii) pursuant to an Offer or pursuant to an arrangement, amalgamation or other business 
combination, made or proposed by a Third Party (provided that no member of the GTE Group 
has contravened Section 2.3 of this Agreement in respect of the foregoing Offer, arrangement, 
amalgamation or other business combination), and shareholders of the Company holding 


A. in the case of the Offer, in the aggregate more than 50% of the aggregate of Shares then 
outstanding have been deposited and not withdrawn, in each case excluding holdings of the 
GTE Group, and 


B. inthe case of an arrangement, amalgamation or other business combination, 50% of the votes 
represented in person or by proxy in respect of each vote required to be held, in each case 
excluding votes in respect of securities held by the GIE Group, are voted in favour of such 
transactions; 


(iii) to one or more wholly-owned Subsidiaries of GTE or to a transferee as part of the GTE/Bell 
Atlantic Corp. transaction on prior notice to the Company and subject to each such Subsidiary or 
transferee agreeing in writing with the Company to be bound by the terms of this Agreement and 
GTE or Anglo-Canadian agreeing not to sell or otherwise dispose of any of its direct or indirect 
equity interest in any such Subsidiary except to another wholly-owned Subsidiary subject to the 
same restrictions; or 


(iv) by way of the grant of a security interest to a bona fide lender that agrees in writing with the 
Company to be bound by this Agreement. 


2.3 Standstill 


Each of GTE and Anglo-Canadian hereby covenants and agrees that, except as permitted under this 
Agreement, it will not, nor will it authorize or permit any of its directors, officers, employees, Affiliates (or 
directors, officers or employees of Affiliates), or agents or other representatives (retained by GTE, Anglo- 
Canadian or their Affiliates), acting for or on behalf of any of GTE, Anglo-Canadian or their Affiliates to, in any 
case, without the prior approval of a majority of the Independent Directors: 


(a) 


initiate, solicit or invite any discussions or negotiations, or enter into any agreement, provide any 
confidential information concerning the Company or its Subsidiaries or otherwise act alone or in 
concert with any Person (other than acting in concert with the Company), in order to propose or effect 
any arrangement, consolidation, merger, amalgamation, take-over bid, business combination, sale of 
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material assets or material sale of treasury shares or rights or interests in such assets or treasury shares 
involving the Company or its Subsidiaries; 


(b) solicit proxies, or engage in, participate in, support, induce or provide any encouragement or assistance 
to any proxy contest with the management of the Company or the Company Board, or otherwise 
oppose or solicit or encourage opposition to the Company Board in order to propose, consider or 
effect any of the acts prohibited pursuant to the provisions of this Section 2.3 (except in connection 
with the election or proposed election or any proposed removal of the GTE Designees); or 


(c) take any action or make any announcement to initiate, encourage or otherwise assist any other Person 
(including by way of providing financing for the purposes of effecting a prohibited act) to do or 
otherwise act in concert with any Person in order to propose or effect any of the acts prohibited 
pursuant to the provisions of this Section 2.3. 


Nothing contained in this Section 2.3 shall prevent GTE or its Affiliates from engaging in internal discussions 
only regarding any of the substantive matters referred to in this Section 2.3 or from preparing and presenting 
proposals regarding such matters for the confidential consideration of the Company Board or the Chief 
Executive Officer. In the event that GTE or its material North American Subsidiaries shall receive or become 
aware of any proposal from any Third Party or QuebecTel with respect to any matter referred to in this 
Section 2.3 (other than through the Company or by reason of its directors, officers or employees serving as 
directors or officers of QuebecTel where such information is held in confidence by them), GTE shall 
immediately notify the Company of all of the particulars of the proposal. 


2.4 Required Sale 


(a) If GTE or its Affiliates are in breach of GTE’s covenant contained in Section 2.1 hereof, GTE shall, 
provided that the Shares are at such time listed and posted for trading on The Toronto Stock Exchange 
and qualified, to the extent requested by GTE, by a prospectus prepared by the Company, and 
provided further that the Company enters into and complies with any underwriting agreement 
reasonably requested by GTE (with GTE bearing the reasonable costs of the Company in connection 
therewith, except where the Company is simultaneously selling securities under a prospectus), on 
receipt of written notice from a majority of the Independent Directors, sell, transfer or dispose of, or 
cause its Affiliates to sell, transfer or dispose of, such number of the Shares held by it or its Affiliates so 
that, following such sale, transfer or disposition, GTE and its Affiliates are in compliance with 
Section 2.1 hereof. 


(b) GTE and its Affiliates shall have a period of 60 days from the receipt of written notice from a majority 
of the Independent Directors to effect such sale, transfer or other disposition. GTE and its Affiliates 
shall consult with the Company in effecting any sale, transfer or other disposition and comply with the 
provisions of Section 2.2(a) hereof with respect to distributions of Shares. 


(c) GTE will and will cause its Affiliates to provide as soon as practicable the Company, upon written 
request by the Company from time to time, advice in writing confirming its and its Affiliates’ holdings 
of Shares of the Company. 


2.5 Share Ownership Inclusions 


For purposes of this Agreement, Shares beneficially owned, or over which direction or control is exercised, 
by a Person shall include Convertible Securities beneficially owned, or over which direction or control is 
exercised, by such Person and which are convertible at the time any calculation is made hereunder. For the 
purposes of calculations hereunder, all Convertible Securities which are convertible at the time any calculations 
are made shall be deemed to have been converted. 
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ARTICLE 3 
NON-DILUTION AND OTHER MATTERS 
3.1 Issue of Shares 


If the Company or any of its Subsidiaries shall determine to issue any shares (or any securities convertible 
into or representing the right or obligation to acquire shares) of the Company or any of its wholly-owned 
Subsidiaries, other than by way of the grant of options to directors, officers or employees of the Company or its 
Subsidiaries (or pursuant to any internal reorganization of its wholly-owned Subsidiaries), the Company shall 
use its best efforts in the case of the Company and its reasonable commercial efforts in the case of any 
Subsidiaries to provide GTE and its Affiliates with the right to acquire, from treasury, such number thereof as 
will enable GTE and its Affiliates to hold the same percentage of the securities of the class being issued that they 
held of Shares prior to the issuance of such securities, on equivalent terms. 


3.2 Termination of the Non-Dilution Right 


The rights under this Section 3 shall immediately terminate if the GTE Group beneficially owns, or 
exercises direction or control over, less than 50% of the percentage of outstanding Shares that the GTE Group 
holds immediately following the Effective Time. 


3.3 TELUS Cable 
The Company shall: 
(a) continue at all times to comply with Section 5.13 of the Arrangement Agreement; and 


(b) at the request of GTE, dispose of, terminate, surrender or otherwise deal with any and all broadcasting 
licenses if at any time GTE or Bell Atlantic conclude, acting reasonably, that the existence of any such 
license would disrupt the GTE/Bell Atlantic transaction or any other transaction involving GTE. 


3.4 TELUS Subsidiaries 


The Company agrees to use its reasonable commercial efforts to resolve the “tiering” issue in respect of 
subsidiaries of TELUS, provided that any such resolution is not contrary to the best interests of the Company 
and its shareholders. 


ARTICLE 4 
BOARD REPRESENTATION 
4.1 Proportionate Representation 


(a) On the Effective Date, immediately upon the completion of the transactions contemplated by the 
Arrangement Agreement and the Plan of Arrangement, the Company and GTE agree that there are 
four GTE Designees on the Company Board. 


(b) In respect of each meeting of shareholders subsequent to the Effective Date at which Company 
Directors are to be elected, GTE or Anglo-Canadian shall be entitled to designate a number of GTE 
Designees for nomination, or nominate, for election as Company Directors so that the proportion of 
GTE Designees to the total number of Company Directors to be elected is equivalent to the number of 
voting rights attached to all of the Shares beneficially owned, directly or indirectly, by GTE or 
Anglo-Canadian as a proportion of the total number of voting rights attached to all of the Shares 
outstanding (rounded up or down, as the case may be if greater than or equal to, or less than, 0.5, 
respectively). The GTE Designees shall be considered management nominees to the Board of 
Directors and votes in favour will be solicited by management accordingly. Notwithstanding the 
foregoing, the Company shall not be obligated to nominate or to solicit proxies in favour of any 
nominees of GTE greater than such number as determined above in respect of any meeting of 
shareholders of the Company. GTE or Anglo-Canadian shall make reasonable efforts to consult with 
the Company with respect to the GTE Designees, and GTE shall have priority with respect to 
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non-Canadian residents. GTE and Anglo-Canadian shall have the right to identify the replacement for 
any GTE Designee who ceases to be a member of the Company Board for whatever reason during the 
term hereof, and the Company shall effect such replacement immediately. 


(c) Each committee of the Company Board shall include as a Company Director at least one GTE 
Designee, except such committees, formed after the Effective Date, as the Company Board determines 
in its discretion or on the advice of counsel should be comprised of Company Directors who are 
independent of GTE or Anglo-Canadian or their respective Affiliates. 


ARTICLE 5 
GENERAL 
5.1 Notices 


Any notice, notification, consent, waiver, direction or other communication required or permitted to be 
given under this Agreement by a Party to any other Party shall be in writing and may be given by delivering same 
or sending same by facsimile transmission or by delivery by private courier or express delivery service, addressed 
to the Party to which the notice is to be given at its address for service herein. Any notice, notification, consent, 
waiver, direction or other communication aforesaid shall, if delivered, be deemed to have been given and 
received on the date on which it was delivered to the address provided herein (if a Business Day; if not, the next 
succeeding Business Day) and if sent by facsimile transmission be deemed to have been given and received at the 
time of receipt unless actually received after 4:00 p.m. at the point of delivery 1 in which case it shall be deemed to 
have been given and received on the next Business Day. 


The address for service of each of the Parties shall be as follows: 
(a) if to the Company: 
BCT.TELUS Communications Inc. 


Attention: ® 
Fax: @ 


(b) if to GTE or Anglo-Canadian: 


GTE Corporation 

5221 North O’Connor Road 
Irving, Texas 

75039 


Attention: Al Giammarino 
Fax: (972) 791-2915 


Any Party may give written notice of change of address in the same manner described in this Section, in 
which event subsequent notices or other communications shall be given to that Party at the changed address. 


5.2. Non-Canadian Ownership Limitations 


GTE and Anglo-Canadian acknowledge that the Company is currently subject to limitations on 
non-Canadian ownership as provided in the Telecommunications Act (Canada) and the Telecom Regulations. 


5.3 Term 


This Agreement shall terminate on the date that is the tenth anniversary of the Effective Date. 


5.4 Time of Essence 


Time shall be of the essence in this Agreement. 
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5.5 Entire Agreement 


This Agreement constitutes the entire agreement between the Parties and cancels and supersedes all prior 
agreements and understandings between the Parties with respect to the subject matter of this Agreement. 


5.6 Severability 


Any article, section, subsection or other subdivision or any other provision of this Agreement which is, is 
deemed to be, or becomes void, illegal, invalid or unenforceable shall be severable and ineffective to the extent 
of such voidability, illegality, invalidity or unenforceability and shall not invalidate, effect or impair the 
remaining provisions hereof which shall be severable from any void, illegal, invalid or unenforceable article, 
section, subsection or other subdivision or provision. 


5.7 Further Assurances 


Each Party shall, from time to time, and at all times hereafter, at the request of any other Party, but without 
further consideration, do all such further acts and execute and deliver all such further documents and 
instruments as shall be reasonably required in order to fully perform and carry out the terms and intent hereof. 


5.8 Governing Law 


This Agreement shall be governed by, and be construed in accordance with, the laws of the Province of 
British Columbia and the laws of Canada applicable therein. Each Party hereby irrevocably attorns to the 
non-exclusive jurisdiction of the Courts of the Province of British Columbia in respect of all matters arising 
under or in relation to this Agreement. 


5.9 Execution in Counterparts 


This Agreement may be executed in identical counterparts, each of which is and is hereby conclusively 
deemed to be an original and the counterparts collectively are to be conclusively deemed to be one instrument. 


5.10 Waiver 


No waiver by any Party hereto shall be effective unless in writing and any waiver shall affect only the matter, 
and the occurrence thereof, specifically identified and shall not extend to any other matter or occurrence. 


5.11 Enurement and Assignment 


The Agreement shall be binding upon and shall inure to the benefit of and be enforceable by and against 
the Parties and their respective successors and permitted assigns, including without limitation in the case of any 
corporate party hereto any corporate successor by merger or otherwise. Upon any transfer of Shares to an 
Affiliate or lender as permitted pursuant hereto, the transferor shall remain liable for the performance of all 
obligations under this Agreement. For greater certainty, transferees or purchasers in respect of a “wide 
distribution” under Section 2.2(a) or transferees or purchasers under Section 2.2(b)(i) or (ii), shall not be subject 
to the terms of this Agreement. Except as expressly permitted herein, this Agreement may not be assigned by 
any Party hereto without the prior written consent of the other Parties hereto. 


5.12 Miscellaneous 


Nothing in this Agreement shall (i) derogate from the rights or remedies of GTE, Bell Atlantic or the 
Company under the Technology Agreement as it may be amended from time to time, (ii) require GTE, Bell 
Atlantic or Anglo-Canadian to violate applicable laws, or (iii) interfere with, affect or fetter the discretion of any 
nominee of GTE or Anglo-Canadian (or Bell Atlantic assuming that the proposed merger between GTE and 
Bell Atlantic is completed) who is a director or officer of the Company or any of its Subsidiaries or QuebecTel in 
the discharge of his or her fiduciary duties in his or her capacity as a director or officer of the Company or any of 
its Subsidiaries. In the event this Agreement or the ownership restrictions contained herein would have 
substantial adverse tax or accounting impact on GTE, Bell Atlantic or Anglo-Canadian, the Parties shall consult 
and in good faith consider amendments to this Agreement. 
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5.13 GTE Responsibility 

GTE agrees to cause compliance with and be responsible for any breach of the obligations, representations 
and warranties of Anglo-Canadian hereunder, or any permitted transferee under Section 2.2(b)(iii), (iv) or that 
is an Affiliate. 
5.14 Directors’ and Officers’ Insurance and Indemnification 


The Company shall indemnify the GTE Designees in their capacity as directors and officers of the Company 
and its Subsidiaries to the fullest extent to which the Company and its Subsidiaries are permitted to indemnify 
such officers and directors under their constating documents and applicable law and shall make such GTE 
Designees beneficiaries of the Company’s directors and officers insurance policies. The Company hereby 
unconditionally agrees to be held in trust for the benefit of such directors and officers the obligations of the 
Company and its Subsidiaries under the foregoing indemnification arrangements. 

5.15 Relationship of Parties 


Except as otherwise expressly provided herein, nothing in this Agreement or the conduct of any Party shall 
in any manner whatsoever constitute or be intended to constitute any Party as the agent or representative or 
fiduciary of any other Party nor constitute or be intended to constitute a partnership or joint venture among the 
Parties or any of them but rather each of the Parties shall be severally (and, unless otherwise specifically 
provided herein, not jointly or jointly and severally) liable, responsible and accountable for its own obligations 
and for all claims, demands, actions and causes of action arising therefrom. No Party shall have the authority to 
act for or assume any obligation or responsibility on behalf of any other Party. 


5.16 Effectiveness 
This Agreement shall become effective on the Effective Date under the Arrangement Agreement. 
IN WITNESS WHEREOF the Parties have executed this Agreement as of the day and year set forth above. 


BCT.TELUS COMMUNICATIONS INC. 


Per: 
Authorized Signatory 


Per: 
Authorized Signatory 


GTE CORPORATION 


Pet: 
Authorized Signatory 


Per: 
Authorized Signatory 


ANGLO-CANADIAN TELEPHONE COMPANY 


Per: 
Authorized Signatory 


Per: 
Authorized Signatory 
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Action No. A983181 
Vancouver Registry 


IN THE SUPREME COURT OF BRITISH COLUMBIA 


IN THE MATTER OF SECTION 192 OF THE CANADA BUSINESS CORPORATIONS ACT, 
R.S.C. 1985, c.C-44, AS AMENDED 


AND IN THE MATTER OF AN ARRANGEMENT PROPOSED BY 
BC TELECOM INC., TELUS CORPORATION, BCT.TELUS COMMUNICATIONS INC. 
AND 3481646 CANADA INC. INVOLVING BC TELECOM INC. AND ITS HOLDERS 
OF COMMON SHARES AND OPTIONS TO ACQUIRE COMMON SHARES AND 
TELUS CORPORATION AND ITS HOLDERS OF COMMON SHARES AND OPTIONS TO ACQUIRE 
COMMON SHARES, BCT.TELUS COMMUNICATIONS INC. AND 3481646 CANADA INC. 


NOTICE OF PETITION 


TO: HOLDERS OF COMMON SHARES AND OPTIONS OF BC TELECOM INC. 


NOTICE IS HEREBY GIVEN that a petition (the “Petition”) has been filed by BC TELECOM Inc. 
(“BC TELECOM”) under section 192 of the Canada Business Corporations Act, R.S.C. 1985, c.C-44, as 
amended (the “CBCA’), and by TELUS Corporation (“TELUS”) under section 186 of the Business 
Corporations Act, S.A. 1981, c.B-15, as amended (the “ABCA”) with respect to a proposed arrangement (the 
“Arrangement”) involving BC TELECOM, its holders of common shares and options to acquire common shares 
(the “BC TELECOM Shareholders”) and TELUS, its holders of common shares and options to acquire 
common shares (the “TELUS Shareholders”), BCT.TELUS Communications Inc. (“BCT.TELUS”) and 
3481646 Canada Inc., which Arrangement is described in greater detail in the Joint Management Proxy Circular 
of BC TELECOM and TELUS dated December 8, 1998 accompanying this Notice of Petition. 


AND NOTICE IS FURTHER GIVEN that the Petition will be heard before the Master or Judge in Chambers 
at the Courthouse at 800 Smithe Street, Vancouver, British Columbia, Canada, on the 22nd day of January, 1999 
at 9:45 a.m. (Pacific Standard Time) or as soon thereafter as counsel may be heard. 


At the hearing of the Petition, BC TELECOM intends to seek the following: 
(i) a declaration that the terms and conditions of the Arrangement are fair to the persons affected; 
(ii) a final order approving the Plan of Arrangement; 


(iii) a declaration that the Arrangement will, upon the filing of Articles of Arrangement and the issuance of 
the Certificate of Arrangement under the CBCA, be effective under the CBCA in accordance with its 
terms; and 


(iv) such further and other directions as this Honorable Court may deem just. 


The Final Order will constitute the basis for an exemption from certain requirements of the Securities Act of 
1933, as amended, of the United States of America with respect to the securities of BCT.TELUS issued pursuant 
to the Arrangement. 


AND NOTICE IS FURTHER GIVEN that any BC TELECOM Shareholder or other interested party 
desiring to support or oppose the Petition may appear personally or by counsel at the hearing for that purpose, 
provided such shareholder or other interested party files with the Court and serves upon BC TELECOM, on or 
before January 19th, 1999, an Appearance, together with any evidence or materials which are to be presented to 
the Court, setting out such shareholder’s or other interested party’s address for service by ordinary mail and 
indicating whether such shareholder or other interested party intends to support or oppose the Petition or make 
submissions. Service on BC TELECOM is to be effected by delivery to the solicitors for BC TELECOM and 
TELUS at the addresses set forth below. 
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AND NOTICE IS FURTHER GIVEN that, at the hearing and subject to the foregoing, BC TELECOM 
Shareholders and any other interested person will be entitled to make representations as to, and the Court will 
be requested to consider, the fairness of the terms and conditions of the Arrangement to such shareholders. If 
you do not attend, either in person or by counsel, at that time, the Court may approve or refuse to approve the 
Arrangement as presented, or may approve it subject to such terms and conditions as the Court shall deem fit, 
without any further notice to you. 


AND NOTICE IS FURTHER GIVEN that the Court, by an Interim Order dated December 4, 1998 has given 
directions as to the calling and holding of a special meeting of the BC TELECOM Shareholders for the purpose 
of such shareholders voting upon the special resolution to approve the Arrangement and, in particular, has 
directed that the BC TELECOM Shareholders shall have the right to dissent under the provisions of section 190 
of the CBCA as modified by, and upon compliance with the terms of, the Interim Order. 


AND NOTICE IS FURTHER GIVEN that a copy of the said Petition and other documents in the proceedings 
will be furnished to any BC TELECOM Shareholder or other interested party requesting the same by the 
undermentioned solicitors for BC TELECOM and TELUS upon written request delivered to such solicitors 
as follows: 


Farris, Vaughan, Wills & Murphy Bennett Jones 

Barristers and Solicitors Barristers and Solicitors 
2600 - 700 West Georgia Street 4500, 855 - 2nd Street S.W. 
Vancouver, B.C. Calgary, Alberta 

V7Y 1B3 T2P 4K7 

Attention: J. Kenneth McEwan Attention: A.L. Friend, Q.C. 
Counsel to BC TELECOM Counsel to TELUS 


DATED at the City of Vancouver, in the Province of British Columbia, this 8th day of December, 1998. 


BC TELECOM Inc. 


By: (signed) Dorothy E. Byrne 
Corporate Secretary 


Action No. 9801-16664 


IN THE COURT OF QUEEN’S BENCH OF ALBERTA 
JUDICIAL CENTRE OF CALGARY 


IN THE MATTER OF SECTION 186 OF THE BUSINESS CORPORATIONS ACT, 
S.A. 1981, c.B-15, AS AMENDED 


AND IN THE MATTER OF AN ARRANGEMENT PROPOSED BY 
TELUS CORPORATION, BC TELECOM INC., BCT.TELUS COMMUNICATIONS INC. AND 
3481646 CANADA INC. INVOLVING TELUS CORPORATION AND ITS HOLDERS 
OF COMMON SHARES AND OPTIONS TO ACQUIRE COMMON SHARES AND 
BC TELECOM INC. AND ITS HOLDERS OF COMMON SHARES AND OPTIONS TO ACQUIRE 
COMMON SHARES, BCT.TELUS COMMUNICATIONS INC. AND 3481646 CANADA INC. 


NOTICE TO TELUS CORPORATION SHAREHOLDERS OF PETITION 


NOTICE IS HEREBY GIVEN that a petition (the “Petition”) has been filed with the Court of Queen’s Bench 
of Alberta, Judicial Centre of Calgary (the “Court’”), by TELUS Corporation (“TELUS”) under section 186 of 
the Business Corporations Act, S.A. 1981, c.B-15, as amended (the “ABCA’), and by BC TELECOM Inc. 
(“BC TELECOM”) under section 192 of the Canada Business Corporations Act, R.S.C. 1985, c.C-44, as 
amended (the “CBCA’) with respect to a proposed arrangement (the “Arrangement’’) involving TELUS, its 
holders of common shares and options to acquire common shares (the “TELUS Shareholders’) and 
BC TELECOM, its holders of common shares and options to acquire common shares (the “BC TELECOM 
Shareholders”), BCT.TELUS Communications Inc. (“BCT.TELUS”) and 3481646 Canada Inc., which 
Arrangement is described in greater detail in the Joint Management Proxy Circular of BC TELECOM and 
TELUS dated December 8, 1998 accompanying this Notice of Petition. 


AND NOTICE IS FURTHER GIVEN that the said Petition will be heard before the presiding Chambers 
Justice at the Court House, 611 - 4th Street S.W,, Calgary, Alberta, Canada, on the 21st day of January, 1999 at 
1:30 p.m. (Mountain Standard Time) or as soon thereafter as counsel may be heard. 


At the hearing of the Petition, TELUS intends to seek the following: 
(i) a declaration that the terms and conditions of the Arrangement are fair to the persons affected; 


(ii) an order approving the Arrangement pursuant to the provisions of section 186 of the ABCA 
(the “Final Order”); 


(iii) a declaration that the Arrangement will, upon the filing of Articles of Arrangement under the ABCA, 
be effective under the ABCA in accordance with its terms; and 


(iv) such other further orders, declarations and directions as the Court may deem just. 


The Final Order will constitute the basis for an exemption from certain requirements of the Securities Act of 
1933, as amended, of the United States of America with respect to the securities of BCT. TELUS issued pursuant 
to the Arrangement. 


AND NOTICE IS FURTHER GIVEN that any TELUS Shareholder or other interested party desiring to 
support or oppose the Petition may appear and be heard at the time of hearing in person or by counsel for that 
purpose, provided such shareholder or other interested party files with the Court and serves upon TELUS, on or 
before January 11, 1999, a Notice of Intention to Appear, together with any evidence or materials which are to be 
presented to the Court, setting out such shareholder’s or other interested party’s address for service by ordinary 
mail and indicating whether such shareholder or other interested party intends to support or oppose the Petition 
or make submissions. Service on TELUS is to be effected by delivery to the solicitors for TELUS and BC 
TELECOM at the addresses set forth below. 
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AND NOTICE IS FURTHER GIVEN that, at the hearing and subject to the foregoing, TELUS Shareholders 
and any other interested person will be entitled to make representations as to, and the Court will be requested to 
consider, the fairness of the terms and conditions of the Arrangement to such shareholders. If you do not attend, 
either in person or by counsel, at that time, the Court may approve or refuse to approve the Arrangement as 
presented, or may approve it subject to such terms and conditions as the Court shall deem fit, without any 
further notice. 


AND NOTICE IS FURTHER GIVEN that the Court, by an Interim Order dated December 7, 1998 has given 
directions as to the calling and holding of a special meeting of the TELUS Shareholders for the purpose of such 
shareholders voting upon the special resolution to approve the Arrangement and, in particular, has directed that 
the TELUS Shareholders shall have the right to dissent under the provisions of section 184 of the ABCA as 
modified by, and upon compliance with the terms of, the Interim Order. 


AND NOTICE IS FURTHER GIVEN that a copy of the said Petition and other documents in the proceedings 
will be furnished to any TELUS Shareholder or other interested party requesting the same by the 
undermentioned solicitors for TELUS or BC TELECOM upon written request delivered to such solicitors 
as follows: 


Bennett Jones Farris, Vaughan, Wills & Murphy 
Barristers and Solicitors Barristers and Solicitors 

4500, 855 - 2nd Street S.W. 2600 - 700 West Georgia Street 
Calgary, Alberta Vancouver, B.C. 

T2P 4K7 V7TY 1B3 

Attention: A.L. Friend, Q.C. Attention: J. Kenneth McEwan 
Counsel to TELUS Counsel to BC TELECOM 


DATED at the City of Calgary, in the Province of Alberta, this 8th day of December, 1998. 


TELUS Corporation 


By: (signed) Kerry C. Day 
Corporate Secretary 
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